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JAMES LAURENCE LAUGHLIN (1850-1933) 


Y THE death of Professor James Laurence Laughlin, on 
B November 28, the University of Chicago has lost almost 
the last of the small band of distinguished men who made 
it overnight into one of the country’s great universities. It was he 
who founded this Journal in 1892 and organized the Department 
of Political Economy, of which he remained the head until his re- 
tirement in 1916. Through a long career, which started in 1873 
and included membership in the faculties of Harvard and Cornell, 
he devoted himself to teaching and scholarship with remarkable 
singleness of purpose. His name is sure to occupy a place in the 
history of that important period in American education which 
began with the election of Charles Eliot to the presidency of Har- 
vard and ended with the World War. In a later number of the 
Journal of Political Economy, Professor Wesley Mitchell, his pupil 
and for a short time his colleague, will discuss the nature of his 
contributions to monetary theory and to American economic 
thought and practice. All that is attempted here is a brief appre- 
ciation on behalf of the Department of Economics of its first chief. 
Laughlin had a great capacity for work, and his written output 
was prodigious. In spite of the large amount of time he gave as 
teacher and editor, as administrative head of a growing university 
department, as the organizer of what eventually became the 
School of Business, and as a political reformer who reorganized the 
monetary system of San Domingo and who campaigned actively, 
I 
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first against the free-silver agitation and later on behalf of the 
Federal Reserve System, he managed to write nineteen books." 
After his retirement from teaching he spent the decade from 1921 
to 1930 in what he regarded as a race to complete his major work 
on money before death should overtake him. The two volumes of 
Money, Credit, and Prices were finished just after his eightieth 
birthday, in 1930; and at a dinner given for him in Chicago to 
celebrate ihe event, one of his friends suggested that he ought now 
to write his autobiography. Conscious of the infirmities of old 
age, he announced that never again would he write a book. But 
so strong was his devotion to his work that another volume, on the 
Federal Reserve System, appeared a few months before his death. 

It is no disparagement of his labors as a writer to suggest that 
he made an even more valuable contribution to American scholar- 
ship as teacher, colleague, and departmental head. A very con- 
siderable proportion of all the men who have made an important 
mark in American economic thought between 1895 and 1930, be- 
ginning with Thorstein Veblen and coming down to Jacob Viner 
(Laughlin’s last appointment), were connected at one time or 
another, as members or as students, with his department of po- 


litical economy. A list of the men now prominent who took the 
doctorate in economics at Chicago between 1892 and 1916 would 
occupy more space than would be justified in a brief appreciation 
of his life. Nor was his influence confined to professed scholars. 


* Anglo-Saxon Legal Procedure in Anglo-Saxon Laws, Cambridge, Mass. (?), 1876; 
J.S. Mill’s Principles of Political Economy (abridged), New York, 1884; The Study 
of Political Economy, New York, 1885; History of Bimettalism in the United States, 
New York, 1886; Elements of Political Economy, with some applications to questions 
of the day, New York, 1887; Facts about Money, Chicago, 1895; Report of the Mone- 
tary Commission of the Indianapolis Convention, Chicago, 1898; Principles of Money, 
New York, 1903; Reciprocity (H. Parker Willis, co-author), New York, 1903; Jn- 
dustrial America, New York, 1906; Aus dem Amerikanischen Wirtschaftsleben, Leip- 
zig, 1907; Latter-Day Problems, New York, 1909; Banking Reform (editor), Chicago, 
1912; Credit of the Nations, New York, 1918; Money and Prices, New York, 1919; 
Tracts for the Times, labor and wages, Washington, 1920; Banking Progress, New 
York, 1920; A New Exposition of Money, Credit, and Prices, 2 vols., Chicago, 1931; 
The Federal Reserve Act, Its Origin and Problems, New York, 1933. Laughlin also 
wrote a great number of periodical articles. 

2 See J. L. Laughlin, Twenty-Five Years of the Department of Political Economy, 
Chicago (privately printed), 1916 (University of Chicago Libraries, H.67.Cs). 
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It is difficult to think of economics under his teaching as the dis- 
mal science when we remember the names of some of his pupils. 
He had a hand in shaping careers as varied and striking as those of 
Stephen Leacock, Mackenzie King, Frank Vanderlip, and Theo- 
dore Roosevelt. Mr. Vanderlip has said that, with one possible 
exception, he owed more to Laughlin’s teaching than to any other 
influence in his early life; and a number of other men have ex- 
pressed a similar appreciation. There can be no doubt that he 
possessed four of the qualities most essential to a great teacher: a 
genuine interest in his students, a passion for scholarship, a gift 
for recognizing distinction even in persons with whose views he 
disagreed, and a wide cultural knowledge extending far beye~4 
the frontiers of his subject. 

Serious students soon learned that behind Laughlin’s reserve 
lay a desire to help them, arising out of an understanding of their 
particular problems and an interest in them. Persons attending 
his lectures were never simply a row of heads in a classroom. 
They were individuals; he commented at length on their papers, 
stopped them many months afterward on the campus to inquire 
what they were doing with some interest which they had revealed 
to him but had not expected him to remember. He never grew 
tired of talking with young students about the form as well as the 
content of essays they were writing. During his seventies he found 
time in Washington, in spite of his delicate health and his preoccu- 
pation with his book on money, to take an interest in several men 
at the Robert Brookings Graduate School, working in very differ- 
ent subjects from his own; and the faculty of the School was 
helped by his counsel on many occasions. 

This interest in students was strengthened by his belief that the 
scholar’s life at its best has a dignity and a vitality which places 
it above other callings. He was fond of telling his friends, with a 
twinkle in his eye, that in 1888 he was driven by overwork as a 
scholar and teacher to seek rest in business during the two years 
when he served as president of the Manufacturers Mutual Fire 
Insurance Company of Philadelphia. Never in his life, he said, had 
he done so little work as in those two years. Believing that schol- 
arship demanded more time and thought than any other voca- 
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tion, he could regard the training of scholars with a seriousness 
which no teacher who feels the slightest need of apologizing for his 
calling can ever command. 

It would be a mistake to suppose that he had the point of view 
of the liberal of his generation. Though no protectionist, his 
opinions generally were those of a staunch conservative and Re- 
publican; and one might have expected him to select men of simi- 
lar opinions to work with him. But in his appointments he re- 
vealed another of the qualities which distinguished him both as 
colleague and as teacher. A good deal of disinterestedness as well 
as discrimination is required for a departmental head to choose 
the best men in his field, even when the men are of his own per- 
suasion. But Laughlin frequently chose the best men when they 
were of very different persuasions from his own. He had little in 
common with the economic theory, the social outlook, or the man- 
ner of thinking of such men as Davenport, Hoxie, J. M. Clark, 
Walton Hamilton, or Veblen; but this did not prevent him from 
selecting them as his associates. In fact, he made it a condition of 
his coming to Chicago in 1892 that he should bring Veblen with 
him from Cornell. This is not the least of the many debts which 
the University of Chicago owes him. And so it came about that 
one of the most conservative heads of an economics department 
in the country had politically the most liberal and economically 
the least orthodox department. 

His readiness to welcome many points of view, as long as they 
were genuine, grew in a measure out of his wide cultural interests. 
It is difficult for a man who is continually being reminded by his 
reading that all the aspects of knowledge are interrelated to accept 
the artificial boundaries between departments drawn by the ped- 
antry of educators. Laughlin was no pedant; highly cultured, 
widely read, and with considerable taste for the arts, he had very 
broad interests. While he did not parade his learning, his enthu- 
siasms betrayed some of these interests to his pupils and his col- 
leagues. He was interested in people and their conduct; in the 
American scene, particularly in the contrasts between the Middle 
West of his childhood and middle life and the New England of his 
young manhood and old age. As he grew older he felt an increas- 
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ing disillusionment with the democracy of the one and the dry 
puritanical pseudo-aristocracy of the other. There had always 
been something of the skeptic about him, and this was intensified 
as the belief in progress common to his generation gave way to the 
pessimism of the twentieth century. His enthusiasm for what is 
perhaps the greatest book his generation of Americans produced, 
The Education of Henry Adams, is not, I think, generally known. 
He obtained a copy of it when it was privately circulated, and this 
he regarded as one of his most precious possessions. When a much 
younger colleague at Chicago expressed a desire to read it, Laugh- 
lin consented on condition that the young man should come to his 
house in the evening and not remove the copy from his library. In 
the end, Laughlin read the whole book aloud to his colleague be- 
tween eleven and one on a long succession of winter evenings after 
his own twelve-hour day of teaching and writing was finished. 

It is enthusiasms such as this that keep the flame of scholarship 
burning, and there can be little doubt that his wide cultural inter- 
ests combined with his other qualities to enable him to gather 
about him a more remarkable group of younger men than was to 
be found in any other economics department in the country, and 
to help these men in making the most of their own gifts. The De- 
partment of Political Economy was fortunate in its first head; the 
Journal of Political Economy, in its first editor. The University 
can congratulate itself upon the achievement of Mr. Harper, 
when, early in 1892, he spent the whole of one night walking the 
streets of New York with Laughlin; for when the two retired to 
bed at five o’clock in the morning, Laughlin had at last agreed to 
leave Cornell and start a new Department of Political Economy 
at Chicago. 

Joun U. NEF 
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AGRICULTURAL CREDIT LEGISLATION OF 1933 


S A part of the national recovery program of the Roose- 
velt régime, federal agricultural-credit agencies have 
been reorganized by executive order and two important 

legislative measures—the Emergency Farm-Mortgage Act of 
1933, approved May 12, and the Farm-Credit Act of 1933, ap- 
proved June 16—have been enacted. It is the purpose of the au- 
thors to deal primarily with the administrative anges made and 
legislation enacted since March 4, 1933, affecting agricultural 
credit. In order to give a clearer picture of the functions of the 
newly created institutions and the manner in which older institu- 
tions are participating in the refinancing program, a brief sum- 
mary of the origin and functions of the principal federal agricul- 
tural-credit agencies in operation March 4 is given at the outset. 


I. FEDERAL AGRICULTURAL-CREDIT AGENCIES PRIOR 
TO THE ‘ROOSEVELT ADMINISTRATION 

The first federal agricultural-credit institutions were created by 
the Federal Farm Loan Act of July, 1916. This initial step was 
limited to the farm-mortgage field. Commercial banks, including 
national banks, have long provided the farmer with working 
capital and the Federal Reserve Act clearly recognized the special 
needs of the farmer. But these institutions cannot be regarded 
as distinctly agricultural. Since 1916 the number of federal agen- 
cies has been increased and their functions broadened, until, at 
present, the entire range of short-term production credit, inter- 
mediate credit, and farm-mortgage credit is included. 

Federal land banks.—Twelve federal land banks were created 
by the Federal Farm-Loan Act approved July 17, 1916, for the 
purpose of making long-term first-mortgage loans. The original 
capital of $9,000,000 ($750,000 for each bank) was supplied by 
the government. It was contemplated, however, that the banks 
should ultimately be owned by the borrowing farmers, each ap- 
plicant for a loan being required to purchase stock to the amount 

6 
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of 5 per cent of his loan. Twenty-five per cent of the capital sub- 
scribed by the borrowers was applied to the reduction of govern- 
ment capital, so that by December 31, 1931, the United States 
was a stockholder in only two banks (Berkeley, California, and 
Springfield, Massachusetts) to the aggregate amount of $204,698. 
The total volume of outstanding mortgage loans reached its peak 
in 1929 with a figure of $1,198,000,000. By the end of 1932 out- 
standing loans had declined approximately $80,000,000 to $1,- 
116,700,000. This decline was due to repayments, foreclosures, 
and the inability of the banks to obtain funds, by the sale of 
bonds, for making new loans. The market price of outstanding 
4} per cent federal land-bank bonds maturing in 1953-56 was 
only 72 bid in September.? The result was that the only bonds 
sold in 1931 consisted of two short-term issues, aggregating 
$1,250,000, which were purchased by the Federal Reserve Bank 
of New York.’ Under these conditions new loans were very sharp- 
ly restricted, and it was difficult to grant needed extensions to 
hard-pressed borrowers. 

By the end of 1931 delinquent instalments and foreclosures 
were mounting rapidly. On December 31, 1931, delinquent instal- 
ments were $18,580,000, real estate owned $29,414,000, sheriffs’ 
judgments, etc., were $13,734,000—a total of $61,728,000 of slow 
or doubtful assets.* The foregoing assets were used as collateral 
behind the outstanding bonds and, as such, were unsatisfac- 
tory. Lacking means to obtain new funds, the banks were not 
in a position to grant real relief to borrowers. To meet the situa- 
tion, Congress appropriated $125,000,000 on January 23, 1932, to 
be invested in stock of the federal land banks. Of this amount 
$25,000,000 was definitely earmarked for the purpose of granting 
extensions to hard-pressed borrowers. The $100,000,000 was used 
to enable banks to withdraw from. the collateral pledged as secu- 
rity for bonds all real estate, sheriffs’ certificates, and mortgages 


* Annual Report of the Federal Farm-Loan Board (1932), p. 8. 

2 A compilation of the market price in September, 1931, is given in The Annalist, 
September 4, 1931, p. 408. 

3 Annual Report of the Federal Farm-Loan Board (1931), p. 3. 


4 Ibid., pp. 67, 68. 
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in process of foreclosure, to pay interest on bonds, to reduce 
interest-bearing obligations, and to make new loans. 

Joint-stock land banks.—The Federal Farm-Loan Act of July, 
1916, had also provided for privately owned joint-stock land 
banks which could make mortgage loans under the supervision 
of the Federal Farm-Loan Board. At the close of 1932 there were 
forty-six joint-stock land banks in operation; six had been placed 
in receivership since 1927. Joint-stock land banks were eligible 
to borrow from the Reconstruction Finance Corporation, as will 
be noted below, but otherwise no assistance was given them by 
the government in 1932. They have experienced the same difficul- 
ties as the federal land banks. Collections have been bad and 
delinquencies and foreclosures on the increase. 

Federal intermediaie-credit banks——The Agricultural-Credits 
Act of March 4, 1923, created twelve federal intermediate-credit 
banks to make advances to co-operative associations, banks, and 
other credit institutions. They are wholly government owned. 
The authorized capital is $60,000,000, of which $32,000,000 had 
been paid in by December 31, 1932; since then the remaining 
$28,000,000 of subscribed capital has been called by the banks 
from the Treasury. The federal intermediate-credit banks make 
direct loans to co-operative marketing associations and rediscount 
notes of farmers and stockmen for agricultural-credit corpora- 
tions, livestock-loan companies, and state and national banks. 
Debentures of the banks, which are used to obtain funds for 
loans in addition to their capital, have sold on favorable terms 
throughout the depression period. 

Perhaps the greatest limitation upon the ability of the federal 
intermediate-credit banks to serve farmers and stockmen has 
been the absence of local credit institutions eligible to rediscount 
paper. To expand the facilities of local agricultural-credit institu- 
tions, the Secretary of Agriculture was authorized in February, 
1931, to assist in the formation of new associations and in increas- 
ing the capital of existing institutions. Loans of $1,421,035 were 
made by the Secretary for this purpose; the Federal Farm Board 


5 Quarterly Report of the Farm-Credit Administration, Statement of Condition 
(June 30, 1933), pp. 36, 38. 
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made advances of $4,470,000 to co-operative marketing associa- 
tions for the same purpose.’ Considerable progress was made with 
this backing in increasing the number and capital of credit 
co-operatives and livestock-loan companies during 1931 and 
1932. 

Continued curtailment of the loaning power of country banks, 
due to failures and shrinkage of deposits, made necessary further 
facilities for production credit. This need was met in part by 
loans from the Reconstruction Finance Corporation to local 
banks, by direct crop loans from the Secretary of Agriculture, 
and by the creation in 1932 of the regional agricultural-credit cor- 
porations. All of these are emergency institutions. The act of 
June 16, 1933, therefore, provides for permanent production- 
credit institutions devised to bridge the gap between the would-be 
farmer borrower and the federal intermediate-credit banks. Their 
organization and functions will be described below. 

The Federal Farm Board.—The Agricultural Marketing Act of 
June 15, 1929, appropriated $500,000,000 as a revolving fund 
under the control of the Federal Farm Board, with which loans 
were made to co-operative associations and stabilization corpora- 
tions for the avowed purpose of bringing about orderly and 
stabilized marketing of agricultural products. Losses sustained 
by the Board on its stabilization operations are estimated at 
$360,000,000.7 The functions of the Board, with regard to further 
stabilization operations, were abolished by executive order of 
March 27, 1933. 

The Reconstruction Finance Cor poration.—On January 22, 1932, 
the Reconstruction Finance Corporation was created, a part of 
whose loans were to be made to agriculture through existing 
agencies, including direct advances through the Secretary of 
Agriculture for crop loans. The latest available report of the 
corporation shows that, for the period from the organization 
(February 2, 1932) to November 28, 1933, cash advances were 
as follows: 


6 Annual Reports of the Federal Farm-Loan Board (1931), pp. 52, 53; (1932), P- 37- 
7 Commerciai and Financial Chronicle, CXXXV (December 10, 1932), pp. 3933, 
3934- 
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By the Secretary of Agriculture to farmers for crop loans 
from funds furnished him by the R.F.C............. $135 ,000,000.00 

To the Land Bank Commissioner to make loans to joint- 

stock land banks and to farmers under the Emergency 
Farm Mortgage Act of 1933 (by R.F.C.)............ 37, 600,000.00 

To the Governor of the Farm-Credit Administration under 
the Act of 1933 40, 500,000.00 
For capital of the regional agricultural-credit corporations 44, 500,000.00 

For expenses of the regional agricultural-credit corpora- 
2,747 ,874.35 


Reconstruction Finance Corporation Act: 

Regional agricultural-credit cor- 

porations $152, 224,899.98 
Federal land banks 72, 800,000.00 
Joint-stock land banks 14,123,505.18 
Live-stock credit corporations.... 12, 568,733.05 
Federal intermediate-credit banks Q, 250,000.00 
Agricultural-credit corporations. . 5,125,930.05 
Processors or distributors for pay- 

ment of the processing tax 7 +333 -69 





$266, 100, 401. 
To Secretary of Agriculture for cotton purchase........ 3,300,000. 
To aid in financing sales of agricultural surpluses in foreign 
markets (under Section 201(c)) 4,541,983. 
To finance the carrying and orderly marketing of agri- 
cultural commodities and livestock produced in the 
United States (under Section 201(d) of the Emergency 
Relief and Construction Act of 1932) 4,760,383. 
To the Commodity-Credit Corporation 30,9027,504.47 


In addition to the foregoing advances to institutions and 
agencies dealing primarily in agricultural credit are loans of over 
one and one-half billion dollars made to banks, insurance com- 
panies, mortgage-loan companies, and credit unions, which in- 
clude large sums for the benefit of farmers and stockmen. 

Regional agricultural-credit cor porations.—By an amendment of 
July 21, 1932, the Reconstruction Finance Corporation was au- 
thorized to create twelve regional agricultural-credit corporations 
(one in each federal land-bank district), with a capital of $3,000,- 
ooo each, wholly owned and managed by the Reconstruction 
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Finance Corporation.* Twenty-one branch offices have also been 
established in other cities. The loans made by the regional agri- 
cultural-credit corporations were $203,538,000 by mid-October.’ 
As shown above, the Reconstruction Finance Corporation has 
supplied $44,500,000 for capital, $2,747,000 for expenses, and 
made cash advances of $152,225,000 to the regional agricultural- 
Credit corporations. The federal intermediate-credit banks have 
also rediscounted their notes on a large scale. 


Il. ADMINISTRATIVE CHANGES AND LEGISLATION 
SINCE MARCH 4, 1933 


In spite of measures taken to alleviate the farmers’ condition 
during the Hoover administration, further relief was deemed 
essential. The special session of Congress convened by Presi- 
dent Roosevelt on March g passed two important agricultural 
measures. The first of these, known as the Agricultural Relief 
Act, contains three distinct parts, or titles. Title I deals with 
agricultural adjustments, Title II with mortgage credit, and Title 
ITI with the value of money and inflation. The Farm Credit Act 
approved June 16 is devoted exclusively to agricultural credit. In 
addition to these laws, President Roosevelt exercised the power 
granted him by Congress to reorganize the existing institutions by 
executive order. Accordingly, the administrative changes and 
legislation affecting federal agricultural-credit agencies, since 
March 4, 1933, may be summarized in outline form as follows: 

1. An executive order reorganizing the agricultural-credit 
agencies of the United States, issued March 27, 1933, to take 
effect May 27. 

2. The Emergency Farm-Mortgage Act of 1933, approved 
May 12. 

3. The Farm-Credit Act of 1933, approved June 16. 

Consolidation of existing agencies into the Farm-Credit Adminis- 
tration.—By an executive order issued March 27 and effective 


® Emergency Relief and Construction Act of 1932, Title II, Sec. 201e. This is 
available among other places in the Federal Reserve Bulletin, August, 1932, pp. 520- 


27. 
° Farm-Credit Administration Press Release, Nos. 4-49, October 23, 1933. 
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May 27, President Roosevelt consolidated into one agency, the 
Farm-Credit Administration, all the existing federal organiza- 
tions dealing primarily with agricultural credit. This included the 
Federal Farm Board, The Federal Farm-Loan Board, the loaning 
activities of the Secretary of Agriculture, and the regional agri- 
cultural-credit corporations. The consolidation, as such, did not 
add any new form of credit, but is expected to enable the existing 
agencies to render better and more economical service. 

The Emergency Farm-Mortgage Act of May 12, 1933.—Title II 
of the Agricultural Relief Act, officially cited as the “Emergency 
Farm-Mortgage Act of 1933,’° provides for: 

1. Refinancing of farm mortgages keld by mortgagees other 
than federal land banks by the issue of not to exceed $2,000,000,- 
ooo of farm-loan bonds, upon which the interest is fully and un- 
conditionally guaranteed by the United States government." 

2. Reduction of interest and deferment of principal instal- 
ments upon all federal land-bank loans.” 

3. Extension of obligations, including interest, of hare. pressed 
borrowers from federal land banks." 

4. Allocation of $200,000,000 to the Farm-Loan Commis- 
sioner™ for “rescue” loans." 

5. Refinancing of agricultural improvement districts for the 
benefit of the farmers by loans from the Reconstruction Finance 


Corporation.” 
6. Broadening of the powers of land banks in making loans to 


fruit growers.*? 
7. Authorization of direct loans by federal land banks to bor- 


rowing farmers."® 
8. Increasing the maximum loans which may be made by a 
federal land bank from $25,000 to $50,000."° 


10 Sec. 42. 12 Sec. 24. 

™ Secs. 21, 22. 13 Sec. 23. 

«4 His title was changed by the Act of June 16 to Land-Bank Commissioner. 
Hereafter he will be referred to by the new title. 

15 Sec. 32. 

*6 Sec. 36. 18 Sec. 26. 

17 Sec. 41. 19 Sec. 25. 
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g. Voluntary liquidation of joint-stock land banks.” 

10. Legalization of federal farm-loan bonds as security for ad- 
vances by Federal Reserve Banks to member banks.” 

The program for refinancing existing indebtedness through the 
issuance of bonds and Commissioner’s loans is the most sig- 
nificant feature of the new law. Because of its importance, we 
have devoted a separate section to the methods used in refinancing 
mortgages and the progress which has been made. Certain fea- 
tures of the law are self-explanatory but others require brief com- 
ment. 

Reduction of interest on loans and deferment of principal.—The 
Federal Farm-Loan Act was amended so that loans which had al- 
ready been made through national farm-loan associations or 
through agents, or purchased from joint-stock land banks by 
federal land banks, will bear a rate of interest not to exceed 44 
per cent for a period of five years commencing sixty days after 
the passage of this amendment. The average interest rate on all 
loans outstanding December 31, 1932, was 5.4 per cent.” No pay- 
ment of the principal of loans is to be required during such five- 
year period, if the borrower shail not be in default on other condi- 
tions of his mortgage. New loans made through national farm- 
loan associations within two years after the passage of this amend- 
ment will also come under the same provision regarding interest 
and principal. Loans through the Puerto Rico branch come under 
the same provisions except that the interest rate on its loans is to 
be 5 per cent instead of 43 per cent. 

The federal land banks are to be reimbursed by the Secretary 
of the Treasury for reduced income due to the lowering of the 
interest rate. Reduction of interest will mean a saving of ap- 
proximately fifty-five million dollars to borrowers during this five- 
year period. The Secretary of the Treasury is also authorized to 
subscribe not to exceed $50,000,000 to the paid-in surplus of the 
federal land banks to provide funds equal in amount to the 
blanket deferments and also to the individual extensions de- 
scribed in the following paragraph. 


2° Secs. 29-31. Sec. 28. 
2 Annual Report of the Federal Farm-Loan Board (1932), p. 13. 
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Extension of obligations.—In the act of January 23, 1932, which 
increased the capital of the federal land banks $125,000,000 by 
government subscription, the sum of $25,000,000 had been 
designated exclusively for the purpose of granting extensions to 
hard-pressed borrowers. This included any obligation—principal 
or interest—when, in the judgment of the directors, conditions 
justified relief. The Emergency Farm-Mortgage Act extended 
this privilege and allocated for this purpose a portion of the 
$50,000,000 of surplus made available by Treasury subscription. 
Since, as noted above, the law made blanket deferment of prin- 
cipal due for five years, the extensions now will be of interest 
payments and obligations owed to federal land banks for taxes or 
assessments paid on behalf of borrowing farmers. 

Loans to fruit growers.—Heretofore the Federal Farm Loan 
Board has ruled that no value is to be given to fruit trees in ap- 
praising orchard land. All federal agricultural lending agencies 
are now permitted to “give reasonable and fair valuation to the 
fruit trees located and growing upon said property and constitut- 
ing a substantial part of its value.” 

Loans by the Reconstruction Finance Corporation to refinance 
indebtedness of agricultural improvement districts—The Recon- 
struction Finance Corporation was empowered to loan not to 
exceed $50,000,000 to refinance drainage districts, irrigation dis- 
tricts, and similar districts having completed projects devoted 
chiefly to the improvement of lands for agricultural purposes. 
Refinancing of these projects can only be carried out under a 
plan which will result in a “substantial reduction” of the out- 
standing indebtedness of the district, which must be passed along 
to the landowners. In the report of the Corporation, as of 
August 29, 1933, it was stated that 168 applications for such loans 
had been received and several appraisals have been ordered. No 
loans had been completed at that date. 

Increase of the maximum amount of loans to borrowers.— 
Originally the maximum loan of a federal land bank was $10,000; 
this was raised in March, 1923, to $25,000, and by the Emergency 
Farm-Mortgage Act has been again increased to $50,000. Loans 
above $25,000, however, must be approved by the Land Bank 
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Commissioner. There has never been a statutory limit upon joint- 
stock land bank loans but the Board early fixed a maximum of 
$50,000. The reasons given for increasing the upper limit for 
federal land-bank loans from $25,000 to $50,000 was to enable 
them to refinance mortgages of joint-stock land banks and to 
permit loans to livestock producers where a larger capital invest- 
ment is necessary.” 

Direct loans by federal land banks.—The act permits direct 
loans to farmers in localities where there is no national farm-loan 
association in good standing. Heretofore it has been necessary for 
a farmer to join a national farm-loan association in his locality in 
order to secure a loan from a federal land bank. Exception has 
been allowed for a limited number of loans through agents. At the 
present time a large number of the associations have their capital 
wiped out or impaired to such a degree that the federal land banks 
will not accept loans from them. Even if permissible to become a 
member of an association and make application for a loan, the 
borrower would scarcely be willing to buy stock in an association 
whose outstanding stock is worthless. This condition has made it 
impossible for many prospective borrowers to obtain loans. The 
provision for direct loans opens the way by which new loans may 
be made. Direct borrowing is more expensive, the interest rate 
being $ per cent above the rate paid by borrowers through as- 
sociations. The borrower must take stock in the land bank 
amounting to 5 per cent of his loan and may agree to join an as- 
sociation if one is subsequently formed in his locality or an old 
one becomes eligible, thereby securing the lower interest rate. 

Alternatives to direct loans which have been suggested by ad- 
ministrative officials of the system are the immediate formation 
of new associations or issuing a new series of stock in existing as- 
sociations. The former plan will be open to the objection that it 
will multiply the number of local associations—in some districts 
already rather excessive. The plan of issuing new series of stock 
in existing associations would seem simpler and more economical 


23 Hearings on farm-mortgage relief before the Committee on Agriculture of the 
House of Representatives, 73d Congress, First Session, April 5 and 6, 1933, pp. 27, 
28. 
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The danger of confusion or misunderstanding on the part of old 
and new stockholders may be an important objection. 

Provisions for liquidation of joint-stock land banks.—After the 
date of the enactment of the law, joint-stock land banks were 
denied the privilege of issuing any tax-exempt bonds or making 
further mortgage loans. Exceptions were made for refinancing 
existing loans or bond issues. The sum of $100,000,000 was made 
available to the Land Bank Commissioner, through the Recon- 
struction Finance Corporation, to make loans to the joint-stock 
land banks to provide for their orderly liquidation. The condi- 
tion upon which the Reconstruction Finance Corporation loans 
may be made is that the joint-stock land bank must reduce the 
interest on all outstanding loans to 5 per cent, and agree not to 
foreclose upon loans for a period of two years, without the per- 
mission of the Land-Bank Commissioner. Joint-stock land banks 
have been reluctant to avail themselves of the privilege of bor- 
rowing this money because it ties their hands in the matter of 
foreclosures and limits their interest earnings. There is no pro- 
vision whereby the interest on outstanding bonds of the joint- 
stock land banks is reduced or the loss of interest income borne 
by the government. Of the joint-stock land bank bonds outstand- 
ing on June 30, 1933, $313,000,000 out of $408,000,000 bore in- 
terest of 5 per cent or above. To reduce the interest on loans to 
5 per cent would head the banks straight for bankruptcy, unless 
they could at the same time secure some concessions from bond 
holders. To date they have been unsuccessful in their efforts to 
do this, hence the section has proved unworkable. 

Of the $100,000,000 the sum of $25,000,000 may be used by th 
Commissioner to make advances to joint-stock land banks to 
grant two-year extensions to hard-pressed borrowers. It is ex- 
pected that loans of this character will be more acceptable to the 
joint-stock land banks. 

The provision for liquidation of the joint-stock land banks is 
the beginning of the end of the dual system of farm-mortgage 
financing under federal supervision. When the Federal Farm- 
Loan Act was passed, a compromise was made between the con- 
flicting theories of co-operative credit with federal oversight and 
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privately owned land banks under federal supervision. Both 
types of institutions were created, the joint-stock land banks 
representing private enterprise. The joint-stock land banks 
started slowly, their loans at the end of 1921 being only $8s,- 
000,000. Thereafter their expansion was rapid, new loans for the 
next five or six years equaling those made by the federal land 
banks. The volume of their loans outstanding reached a maxi- 
mum of $667,000,000 in 1927. During the next five years there 
was a reduction of $208,000,000 or 31.8 per cent in the volume of 
loans in force.*4 Three banks were placed in receivership in 1927 
and three in 1932. This accounted for part of the decline in the 
amount of loans; a further cause of the decline was liquidation of 
loans through payments and foreclosures. 

It is difficult to make a general statement regarding the condi- 
tion of joint-stock land banks. There is no joint responsibility, 
hence each bank must be considered as a separate unit. Of the 
forty-six banks which have survived, some are in sound condition, 
whereas others are in financial difficulties. All have experienced 
heavy increases in delinquencies, in foreclosures, and in real estate 
holdings. During 1932, fourteen banks borrowed $6,297,000 from 
the Reconstruction Finance Corporation; all banks were required 
to conserve their assets by being denied the privilege of paying 
dividends, by order of the Federal Farm-Loan Board. The market 
price of the bonds fell so low that some of the banks took ad- 
vantage of conditions to purchase bonds at the heavy discount 
prevailing. The Des Moines Joint-Stock Land Bank, e.g., pur- 
chased $4,000,000 par value of its own bonds at 35 per cent of 
par. A total of $33,770,000 of bonds were retired in 1932 by all of 
the banks, most of which were purchased in the market.** The 
bonds were badly discredited and the statement “instrumentali- 
ties of the government of the United States” had been proved 
meaningless. 

Because of the existing conditions, joint-stock land banks, as a 
whole, were anxious to get out from under the load. The passage 
of the law was held back until a way could be found to bring this 

+4 Annual Report of the Federal Farm-Loan Board (1932), p. 24. 

% Ibid., pp. 25-28. 
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about. The wisdom of providing a dual system of farm-loan 
banks was seriously questioned from the outset.” It cannot be 
said, however, that the experiment preves that private enterprise 
cannot function satisfactorily in this field. The joint-stock land 
banks have been called the step-children of the Board. They have 
not been given the support accorded to the federal land banks dur- 
ing the emergency. Their demise will occasion little regret to 
owners, bondholders, or borrowers. 

The Farm-Credit Act of 1933.—The Farm-Credit Act of 1933, 
which was made law June 16, contains eight distinct titles with 
fifty-seven sections. Accordingly it is impossible to include a de- 
tailed analysis of all of its provisions. Two new types of institu- 
tions for supplying short-term credit for agricultural production 
and marketing are authorized: (1) production-credit corporations 
and production-credit associations, (2) a central bank for co- 
operatives and twelve regional banks for co-operatives. 

The production-credit institutions will ultimately supersede 
the lending activities of the United States Department of Agri- 
culture and the regional agricultural-credit corporations. The two 
classes of banks for co-operatives will take over and decentralize 
the credit activities of the Federal Farm Board. Important 
changes are made in the administrative organization of the federal 
agricultural-credit agencies. The act also made numerous amend- 
ments to the Federal Farm-Loan Act and the Agricultural 
Marketing Act of June, 1929. 

The administrative changes contemplated under the Farm- 
Credit Act of 1933 and the newly authorized institutions for 
production and marketing credit will be discussed more fully be- 
low. Space limitations make it possible to comment further upon 
only two other features of the law—abolition of “double liabil- 
ity” upon the stock of national farm-loan associations and the 
prohibition upon the formation of additional national agricultural 
credit corporations. 

The abolition of “double liability” upon stock issued by na- 
tional farm-loan associations in the future is a recognition of the 


* See Howard H. Preston, “The Federal Farm Loan Case,” Journal of Political 
Economy, XXIX, No. 6 (June, 1921), 451-52. 
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fact that this feature of the law has become a “dead letter.” It has 
been assessed in only one Pennsylvania association although in 
hundreds, perhaps thousands, of associations the capital has been 
wiped out by losses. Complete elimination of “double liability” 
on stock now outstanding, as well as future issues, would be 
desirable if such retroactive action could legally be taken. 

The prohibition upon the formation of any new national agri- 
cultural-credit corporations brings to an end a futile attempt of 
the federal government to create privately owned intermediate 
credit institutions. The Agricultural-Credits Act of 1923 made 
provision for national agricultural-credit corporations bearing 
somewhat the same relation to the federal intermediate-credit 
banks, created by the same measure, that joint-stock land banks 
have to the federal land banks. Like the joint-stock land banks 
they were authorized as a compromise between two divergent 
views of the desirability of private versus government enterprise 
in the field of rural credit. 

The provisions for the creation of these institutions have been 
almost entirely ineffective. A national agricultural-credit cor- 
poration was chartered at Fresno, California, in 1925 and has con- 
tinued in successful operation. It will not be disturbed by the new 
law. Two others were organized in Iowa the same year to meet a 
temporary need but were liquidated the following year.”’ No re- 
discount corporations were ever established. Production-credit 
associations, jointly owned (at least at the outset) by the govern- 
ment and the borrowing farmers, are the new organizations which 
in a sense may take the place which it was anticipated the national 
agricultural-credit corporations would fill. Their functions are not 
identical and they are based upon a fundamentally different 
theory as to the place of private enterprise in agricultural credit. 
With the passing of the joint-stock land banks and national agri- 
cultural-credit corporations, participation in rural credit by 
federal agencies is limited exclusively to institutions owned by the 
government or by the borrowing farmers co-operatively. 

27 E. S. Sparks, History and Theory of Agricultural Credit in the United States 


(New York, 1932), pp. 409-13; Frieda Baird and Claude L. Benner, Ten Years of 
Federal Intermediate Credit (Washington, D.C., 1933), pp. 102, 134. 
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Ill. THE FARM-CREDIT ADMINISTRATION 


National organization.—In order to bring about co-ordination 
of the government’s rural-credit agencies, President Roosevelt 
issued an executive order March 27, 1933, to take effect May 27, 
1933, consolidating under one head, to be called the Farm-Credit 
Administration, the activities of the Federal Farm Board, the 
Federal Farm-Loan Board, the functions of the Secretary of Agri- 
culture with regard to loans in aid of agriculture, and those of the 
Reconstruction Finance Corporation pertaining to the manage- 
ment of regional agricultural-credit corporations. This order 
abolished all of the offices of the Federal Farm Board and the 
Federal Farm-Loan Board except the chairman of the Federal 
Farm Board and the Farm-Loan Commissioner of the Federal 
Farm-Loan Board. It also eliminated the function of the Secre- 
tary of the Treasury as an ex officio member of the Federal arm- 
Loan Board. The name of the office of the chairman of the 
Federal Farm Board was changed to the “Governor of the Farm- 
Credit Administration.” The governor was to be the active head 
of this newly created agency.** Henry Morgenthau, Jr., of New 
York was appointed by President Roosevelt as the first governor. 
When Governor Morgenthau was appointed Assistant Secretary 
of the Treasury, Dr. William I. Myers, deputy governor of the 
Farm-Credit Administration, was made governor; Dr. Myers is a 
former professor of Agricultural Economics at Cornell University. 

The Farm-Credit Act of June 16, 1933, contained a number of 
amendments setting up the machinery under which the Farm- 
Credit Administration is to operate. Three new commissioners 
were authorized by this act, who, with the Land-Bank Commis- 
sioner, were designated to have charge of the four units of the 
Farm-Credit Administration; namely, the land-bank division, 
the intermediate-credit division, the production-credit division, 
and the co-operative-bank division.”? The Land-Bank Commis- 


28 House Document No. 7 (73d Congress, 1st Session), p. r. 

29 The commissioners appointed by the President are as follows: Albert S. Goss, 
Land-Bank Commissioner; George M. Brennan, Intermediate-Credit Commissioner; 
S. M. Garwood, Production-Credit Commissioner; and F. W. Peck, Co-operative- 
Bank Commissioner. 
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sioner is responsible for the supervision of the twelve federal land 
banks and the fifty joint-stock land banks.*° The Intermediate- 
Credit Commissioner has supervision of the activities of the 
twelve intermediate-credit banks which are wholesale agencies 
making direct loans to co-operatives and discounting for financial 
organizations. The Production-Credit Commissioner has charge 
of the activities of the twelve regional production-credit corpora- 
tions authorized by the Farm-Credit Act. The Co-operative- 
Bank Commissioner has charge of the administration of the Cen- 
tral Bank for Co-operatives and the supervision of the twelve 
regional banks for co-operatives. These banks are the successors 
to the Federal Farm Board and their organization was authorized 
by the Farm-Credit Act. 

Regional organization.—The plan of organization of the Farm- 
Credit Administration calls for a decentralization of its activities 
so that in each federal land-bank district there will be a regional 
set-up modeled along the lines of the central organization in 
Washington.* It is planned to make these regional organizations 
department stores for credit so that eventually “under one roof”’ 
will be housed all the governmental rural-credit agencies—pro- 
duction loans, livestock loaus, marketing loans, and loans for re- 
financing and purchasing of farms will all be handled from the 
same regional office. There will be a single board of directors, 
also known as the district council of the Farm-Credit Administra- 
tion, for all of the four units—Federal land bank, Federal inter- 
mediate credit bank, Production Credit Corporation and the 
Bank for Co-operatives. Each institution will have its own presi- 
dent, who is nominated by the governor of the Farm-Credit Ad- 
ministration subject to the approval of the board of directors. 
Each regional district will have an executive officer known as the 
“general agent,” who is nominated by the governor of the Farm- 

3° Forty-six are in operation, one is in voluntary liquidation, and three are in 
receivership. 

3 The location of the twelve federal !and banks and their district numbers follow: 
(1) Springfield, Massachusetts; (2) Baltimore, Maryland; (3) Columbia, South 
Carolina; (4) Louisville, Kentucky; (5) New Orleans, Louisiana; (6) St. Louis, 
Missouri; (7) St. Paul, Minnesota; (8) Omaha, Nebraska; (9) Wichita, Kansas; (10) 
Houston, Texas; (11) Berkeley, California; (12) Spokane, Washington. 
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Credit Administration and appointed by the district council. The 
general agent will be responsible for carrying out the policies of 
the regional organization and co-ordinating its activities. To assist 
the general agent in supervising this new set-up an advisory com- 
mittee has been created, made up of the general agent and the 
presidents of the four credit organizations. The first installation 
of this regional set-up was made during August in the St. Louis 
district. It has since been instituted in most of the districts and 
installation will shortly be completed in all of them. 

The Farm-Credit Act contained an amendment to the Federal 
Farm-Loan Act to provide for the selection of the board of seven 
directors for this regional agency as follows: three directors 
known as local directors are to be elected, one by national farm- 
loan associations and borrowers through agencies, ore by pro- 
duction-credit associations, and one by co-operative borrowers of 
the regional banks for co-operatives. Three of the seven directors 
are to be known as district directors and are to be appointed by 
the Governor of the Farm-Credit Administration; two of them 
are to represent the public interest and the other is representative 
of the borrowers from the federal land bank. The seventh di- 
rector, known as director at large, is to be selected by the Gover- 
nor of the Farm-Credit Administration and may be removed by 
him at any time.* 

Heretofore three directors of the federal land banks have been 
elected by the national farm-loan associations, three have been 
appointed by the Federal Farm-Loan Board, and the seventh 
member has been appointed by the Board from a list of three 
nominees proposed by the national farm-loan associations. The 
new set-up reduces the power of the national farm-loan associa- 
tions; they give up to the production-credit associations and to 
the borrowers from the regional banks for co-operatives the right 
of election of two directors. Since the same farmers may partici- 
pate in the benefits of all three types of associations, this is not 
significant. More important, potentially at least, is the provision 
granting absolute power to the Farm-Credit Administration to 
appoint the seventh member. The argument for this amendment 


3? Sec. 70. 
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is that the government has by far the largest share in these banks, 
approximately 66 per cent of the total capital of the land banks, 
100 per cent in the intermediate-credit banks, and practically all 
in the other institutions at the outset, and should, therefore, have 
control of the boards of directors of these regional institutions. 
On the other hand, the farmers feel that the system was organ- 
ized for their benefit and that they are theoretically the owners 
and should therefore have majority control. 

Critics have pointed out that the new arrangement may give a 
political flavor to the management of the regional institutions.* 
It would be unfortunate if the system should again become in- 
volved in politics as it did in the years preceding its reorganization 
in 1927 under Eugene Meyer as Commissioner. Since then it has 
been comparatively free from political control and it is to be hoped 
that it will continue to be. 

In order to make for efficiency and economy all regional agen- 
cies will use the same field force for appraisals, supervision, in- 
spection, and collection. The field force is to be under the ad- 
ministrative supervision of the general agent. The costs of the 
field force are to be allocated over all units on a pro-rata basis. 
One year is allowed to effect the regional reorganization during 
which time the present directors of the federal land banks will be 
ex-officio directors of the intermediate credit banks, the produc- 
tion-credit corporations and the banks for co-operatives in their 
respective districts.* 


IV. REFINANCING FARM DEBTS 


Three plans for refinancing farm debts were provided for in the 
Emergency Farm-Mortgage Act. Under the first plan funds are 
to be provided by a $2,000,000,000 issue of 4 per cent bonds, the 
interest but not the principal of which is guaranteed by the 
government.** These bonds may be used to bring about farm- 
mortgage relief in three ways: first, by exchange for or purchase 
of outstanding farm mortgages; second, for making new loans 


33 See Omaha World Herald, June 11, 1933. 34 Sec. 70a. 
34® President Roosevelt has recently asked Congress to pass legislation guarantee- 
ing the p-incipal of these bonds. 
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on farm mortgages; third, after the expiration of one year, if the 
bonds are not required for the first two purposes, in the judg- 
ment of the Land Bank Commissioner, to refinance at lower inter- 
est any outstanding issues of federal land-bank bonds.*5 This type 
of refinancing is planned to bring relief to hard-pressed borrowers 
whose mortgages are held by commercial and savings banks, joint- 
stock land banks, insurance companies, mortgage companies, and 
individuals. 
TABLE I 


FARM MORTGAGES HELD BY PRINCIPAL LENDING AGENCIES 
IN THE UNITED STATES, JANUARY 1, 1928* 








Amount Held 
Percentage 


Leading Agencies Held (in millions of 
dollars) 





Federal land banks 12.1 1,146 
Joint-stock land banks 7.0 667 
Commercial banks 10.8 1,020 
Mortgage companies 10.4 988 
Insurance companies 22.9 2,164 
Retired farmers 10.6 1,006 
er ee : 339 
Other individuals 15. 1,453 
Other agencies ' 685 





100. 9,468 











* David L. Wickens, Farm-Morigage Credit, Technical Bulletin No. 288, United 
States Department of Agriculture, February, 1932. 


The latest official statistics show farm-mortgage holdings are 
distributed as shown in Table I. 

The second Method of refinancing is by means of a fund of 
$200,000,000 made available to the Land-Bank Commissioner 
through the Reconstruction Finance Corporation for making 
loar.s to farmeis in greatest distress. The purpose of these loans 
is to refinance any indebtedness of the farmer, either secured or 
unsecured ; to provide working capital for farm operations; and to 
enable any farmer to redeem or repurchase farm property fore- 
closed at any time between July 1, 1931, and the date of the en- 
actment of this act (May 12, 1933). Commissioner’s loans may be 


3s Emergency Farm-Mortgage Act, May 12, 1933, Sec. 21. 
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made to part-time farmers on farm units which are too small to 
be eligible for federal land-bank loans, if the security is satisfac- 
tory.** Loans granted by the Commissioner may be secured by 
first or second mortgages on the whole or any part of the farm 
property, real or personal, including crops. The amount loaned 
cannot exceed 75 per cent of the normal value of the security 
given, and $5,000 is the maximum loan to any one farmer. Loans 
are limited to ten years except when wholly secured by real 
property, in which case they may be made for the same period as 
regular federal land-bank loans. During the first three years no 
payments need to be made upon the principal, which, in effect, 
gives them a possible maturity of thirteen years. The interest 
rate may not exceed 5 per cent.’ 

The third method is the refinancing of agricultural improve- - 
ment districts which was briefly described above in connection 
with the outline of the Emergency Farm-Mortgage Act. These 
loans are to be made by the Reconstruction Finance Corporation, 
whereas the administration of the two methods of refinancing to 
which this section is principally devoted is now under the im- 
mediate control of the Farm-Credit Administration. The re- 
financing of the mortgages of banks, insurance companies, and 
other mortgages into federal land-bank loans was by law dele- 
gated to the federal land banks to be handled in the same manner 
as other federal land-bank loans. The administration of the Land- 
Bank Commissioner’s loans was at first placed in charge of agents 
of the Land-Bank Commissioner, who were appointed in each 
land-bank district. Upon the recommendation of Governor Mor- 
genthau and Land-Bank Commissioner Goss, the twelve federal 
land banks agreed, on August 18, 1933, to accept the responsibil- 
ity for making loans from the Commissioner’s fund.** The pur- 
pose of this change was to simplify the administration and speed 
up the handling of Commissioner’s loans. Under the new plan the 


3% These loans are intended to fill the gap between loans which can be made by 
federal home-loan agencies and those of the federal land banks. Farm-Credit Ad- 
ministration Press Release, Nos. 4~53, November 8, 1933. 

37 Sec. 32. 

38 Farm-Credit Administration Press Release, August 18, 1933, p. 1. 
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agents of the Land-Bank Commissioner have been made officers 
of the land bank and the administration of the fund is under the 
direction of the boards of directors and the presidents of the land 
banks. The new plan includes the use of a single consolidated ap- 
plication form for both land-bank and commissioner’s loans, to- 
gether with a single form of appraiser’s reports and consolidation 
of records of applications and appraisals. It has been found that 
in a large percentage of cases the applicant could best be re- 
financed through granting both types of loan. Since the Commis- 
sioner’s fund is only $200,000,000, it was decided to conserve this 
fund, using it only for emergency purposes and making land-bank 
loans wherever possible.*® The consolidation of records and the 
bringing under the land bank of the handling of the Commis- 
sioner’s loans is expected to make it possible to accomplish the 
handling of both types of loans much more efficiently.* 

Since the passage of the Emergency Farm-Mortgage Act, the 
federal land banks have been flooded with applications for loans. 
From May 12 to November 29, 1933, a total of 435,065 applica- 
tions had been received for Commissioner’s loans and loans by 
the federal land banks.** In the early stages the refinancing pro- 
gram was seriously retarded by the lack of experienced appraisers. 
When the Emergency Farm-Mortgage Act was passed there were 
only two hundred ten appraisers for the whole United States. By 
November 2, however, the appraisal staff had been increased to 
4,000 and the problem of getting farms appraised was no longer a 
serious one. 

Refinancing of mortgages has been carried forward thus far 
from money on hand in federal land banks, of which the system 
had on hand $90,000,000, and from additional funds borrowed 
from the Reconstruction Finance Corporation on the security of 
the new federal land-bank bonds. No bonds have been exchanged 


39 By November 15, $174,580,255 of this fund had been disbursed or loans ap- 
proved. 

4° Ibid. 

# On November 29, a total of 41,828 loans amounting to $116,236,409 had been 
completed; in addition 213,709 applications had been approved and were awaiting 
return by the national farm-loan associations for final closing action. 
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for mortgages.*? It is expected that as soon as the bond market 
improves bonds will be offered to the public, but thus far no at- 
tempt has been made to market them. Fortunately the launching 
of the program is not dependent upon the ability of the land banks 
to sell bonds or secure the consent of mortgagees in making an 
exchange. Complaint has been made that appraisals are too low 
and standards too high to offer the necessary relief.“* Land-bank 
loans have a maximum limit of 50 per cent of the appraised value 
of the land and 20 per cent of the value of permanent insured im- 
provements. Commissioner’s loans may be made up to 75 per 
cent of the normal value of the farmer’s property, real and per- 
sonal. Standards for Commissioner’s loans, set up by the banks, 
are that the borrower must be placed in such a financial position 
that, in addition to making a living on the farm, he will be able 
to pay his interest and other fixed charges. In most cases this will 
mean a composition and a scaling down of the debts of the farmer. 
In some instances creditors are reluctant to accept a reduction 
of their claims. Moreover, the farmer hesitates to request the 
scaling down which is required in order to make the loan accept- 
able for the federal land bank. It is not the function of the Farm- 
Credit Administration, however, to undertake to bring about an 
adjustment between debtors and creditors; consequently, concilia- 
tion commissions have been created, at the suggestion of the 
Farm-Credit Administration, which are now functioning in some 
thirty-two states. In many cases the state commission has set up 
county committees to deal with the problem at first hand. The 
purpose of these conciliation commissions is to bring debtors and 
creditors together and assist in effecting settlements. 
Institutional mortgage-holders have co-operated willingly with 
the Farm-Credit Administration in refinancing mortgages. Large 
insurance companies early stated that they would not agree to a 


# United States News, September 9, 1933, p. 279. 


#8 Officers of the Farm-Credit Administration state that at the outset mortgagees 
generally tried to dispose of their worst mortgages. This was responsible in part for 
the complaints of low appraisals. In recent weeks the quality of mortgages offered 
has been much better and complaints of appraisal policy have been reduced to a frac- 
tion of that encountered earlier. 
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general reduction of their mortgages merely to enable the borrow- 
er to refinance his loan on more favorable terms. These same com- 
panies have been co-operating, however, in a very satisfactory 
manner, even though some scaling down of loans is necessary. A 
special program of refinancing farm mortgages held by closed and 
restricted banks was inaugurated in Wisconsin in June. A similar 
campaign was subsequently launched in Iowa, Illinois, and South 
Carolina; a less intensive special effort was carried on in Kentucky 
and Ohio. Some of the land banks, for instance, Spokane, while 
not engaging in a general campaign, have refinanced mortgages 
for restricted banks by dealing directly with the receivers and 
conservators. In these various ways the program of refinancing 
of farm loans held in closed or restricted banks has been carried 
forward in all of the states. 

Under the terms of the law, the appraised value for both classes 
of loans is to be “normal” value. Rules for determining what con- 
stitutes “normal” value have been left to the judgment of the 
Farm-Credit Administration. Mr. Morgenthau has stated: 

In defining this word we have said that distress sales in these recent bad 
years do not fix normal and that neither do high sale prices of boom years. 
Normal value is somewhere between. The Agricultural Adjustment Act, 
passed by Congress as a part of the same bill that included the Farm- 
Mortgage Act, indicates that the years 1909 to 1914 inclusive were years of 
normal price relations as between farm crops and consumers’ goods. So we 
have been using farm commodity prices of 1909-14 as a principal guide in 
determining normal value of farms. 


Appraisal is the crux of the whole problem. The ability of the 
Farm-Credit Administration to establish fair standards of valua- 
tion, during a time when all values are uncertain, will determine 
the permanent benefit which will result from the refinancing 
program. 


V. PRODUCTION AND MARKETING CREDIT 


The Farm-Credit Act created two new types of institutions to 
supply short-time and seasonal credit for agricultural production 
and marketing. Country banks and other credit institutions have 


43 Henry Morgenthau, Jr., A Call for Action (Farm-Credit Administration. 
Mimeographed Memorandum for the Press, September 19, 1933), P. 3- 
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been unable during the period of economic stress to finance pro- 
duction. The government has been obliged to assist in meeting 
the emergency by making crop production and livestock loans 
through the Department of Agriculture and the regional agricul- 
tural-credit corporations. These agencies have been expensive to 
operate and, moreover, they are devised simply to meet the 
temporary emergency. The stabilization activities of the Federal 
Farm Board proved so costly that they were abolished by execu- 
tive order March 27. Facilities were, therefore, needed to make 
loans to co-operative marketing organizations. Tie new set-up, 
aside from being more economical and more efficient, will provide 
a way by which the government may eventually relinquish the 
financing of production and marketing to permanent institutions 
owned in large part by the borrowing farmers or farmer associa- 
tions. 

Production-credit associations and production-credit corporations. 
—In each land-bank district there is established a production- 
credit corporation with an initial capital stock of $7,500,000 sub- 
scribed by the United States Treasury.‘ The corporations do not 
themselves make loans. Their function is to promote the forma- 
tion of production-credit associations and supervise their loaning 
operations. To this end they may subscribe for Class A, non- 
voting stock in the local associations.*s Active supervision con- 
tinues as long as the corporation holds any stock in the associa- 
tion.** The corporation has power to exercise real supervision 
over the local associations; this is a marked contrast with federal 
land banks, which have had no power by law over the national 
farm-loan associations. In addition to holding stock in produc- 
tion-credit associations organized under the law, the corporations 
may hold stock in other production-credit institutions controlled 
by co-operative associations as defined in the law.‘ 

Production-credit associations may be organized by ten or more 
farmers desiring to borrow money for general agricultural pur- 
poses. The term of the loans will be from thirty days to a year. 


44 Farm-Credit Act of June 16, 1933, Secs. 2 and 4. 
4 Sec. 6a. # Sec. 21. 47 Sec. 60. 
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These associations are authorized to borrow from and rediscount 
paper with the federal intermediate-credit banks and with them 
only, except with the approval of the Governor of the Farm- 
Credit Administration.** Thus they form the connecting link be- 
tween the farmer and the intermediate-credit banks. Individual 
farmers have never had the right to borrow directly from the 
intermediate-credit banks; and state and national banks have 
seldom utilized the rediscount privilege. As a consequence farm- 
ers have been handicapped in obtaining production credit from 
the federal intermediate-credit banks. The newly created pro- 
duction-credit associations, under federal supervision and spon- 
sorship, will link borrowers and lenders in an effective organiza- 
tion. Anticipating a larger demand for credit, the federal inter- 
mediate-credit banks have called upon the Treasury for the 
remainder of the $60,000,000 authorized capital of which only 
$32,000,000 had been paid in prior to 1933. 

The organization scheme of production-credit associations is 
modeled along the lines of the national farm-loan associations. 
There will be a board of directors, a loan committee, and a secre- 
tary-treasurer. It is the intention of the Farm-Credit Administra- 
tion to encourage efficient secretary-treasurers of national farm- 
loan associations to serve in the same capacity in the production- 
credit institutions, thus attracting and holding the services of 
competent men. 

The capital will be divided into Class A and Class B stock. The 
former may be held by the production-credit corporations and 
general investors. It is preferred as to assets of the association 
upon liquidation, is non-voting and transferable. Each borrower 
from an association must subscribe to Class B stock in an amount 
equal to 5 per cent of his borrowings. Class B stock only shall be 
entitled to voting rights, but each borrower shall have only one 
vote regardless of the amount of stock held by him. This stock 
is not transferable except to another farmer borrower or an indi- 
vidual eligible to become a borrower, and then only with the ap- 
proval of the directors of the association. Each holder of Class B 
stock, within two years after he has ceased to be a borrower, must 


48 Sec. 24. 
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exchange his stock at its fair book value, not to exceed par, as 
determined by the association, for Class A stock.*? The only way 
the borrower can get cash for his stock after a loan is paid is to 
sell it to a prospective borrower or transfer it to Class A stock 
which may be sold. Apparently it was the purpose of this pro- 
vision to maintain permanent relations with borrowers once 
established and to tie the borrowers into an active co-operative 
credit organization. It is expected, too, that the government 
stock will be gradually retired as private investors subscribe for 
Class A stock and Class A stock is substituted for Class B stock 
when a borrower has paid his loan. 

Central Bank for Co-operatives and banks for co-operatives.—A 
Central Bank for Co-operatives and twelve regional banks for co- 
operatives were created to take over the loaning activities of the 
Federal Farm Board. The capital of the central bank and of the 
regional banks is to be supplied by the government and by the 
borrowing organizations.*° The government capital comes out of 
the revolving fund created under the Agricultural Marketing 
Act ;* borrowing associations must subscribe for stock in the cen- 
tral or regional banks to the extent of 5 per cent of all borrow- 
ings.” The lending power of the central and regional banks is de- 
rived entirely from the Agricultural Marketing Act as amended.’ 

The Central Bark for Co-operatives is controlled by a board of 
seven directors, of which the Co-operative Bank Commissioner is 
ex-officio chairman. The other six directors are appointed by the 
Governcr of the Farm-Credit Administration, three selected to 
represent the general public and three the borrowing co-opera- 
tives. The three co-operative representatives upon the initial 
board are appointed at the discretion of the Governor; their suc- 
cessors must be selected from individuals nominated by borrowers 
(except banks for co-operatives) .54 


49 Sec. 21. 

s°On September 13 Governor Morgenthau, on behalf of the government, sub- 
scribed $50,000,000 as initial capital for the Central Bank for Co-operatives. United 
Stgles News, September 9-16, p. 279. 

5* Sec. 33. 53 Sec. 34. 

52 Sec. 35. 54 Sec. 31. 
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The function of the Central Bank is to make loans to farmers’ 
co-operative or purchasing associations operating on a national 
scale and to local co-operatives where their credit needs are for 
$500,000 or more. They are also authorized to make loans to 
the regional banks for co-operatives.ss The Central Bank is au- 
thorized to issue debentures for the purpose of securing additional 
funds but the amount of debentures may not exceed at any one 
time five times the paid-in capital and surplus of the bank.* 

The regional banks are administered by the district directorate 
as described above. Loans may be made to co-operative associa- 
tions only. The purpose of the loan may be to provide working 
capital for business operations or to finance or refiuance the pur- 
chase and lease of buildings and physical equipment. They may 
lend to buying as well as marketing co-operatives.s’? These banks 
will not lend on commodities held by co-operatives for orderly 
marketing since federal intermediate-credit banks will continue 
to fulfil that function.** 


VI. CONCLUSION 


The new Farm-Credit Administration unifies the federal ad- 
ministrative agencies dealing with agricultural credit and makes 
possible a more efficient functioning of the entire system. There 
has also been built up around the twelve federal land banks “de- 
partment stores” of agricultural finance. Under a single regional 
administration, separate corporations provide mortgage credit, 
intermediate credit, short-term production credit, and facilities 
for financing agricultural co-operatives. Federal agencies now 
cover a scope which appears to be broad enough to meet the 
farmer’s entire credit need. 

Two decades ago the leaders of the Wilson administration were 
loud in their declaration that the government subsidy granted to 
launch the federal land banks was to be strictly temporary. Care 
was exercised in drafting the measure to make sure that this 

55 Sec. 34. % Sec. 37. 

81 Farm-Credit Administration Press Release, Nos. 1-15, August 8, 1933, p. 2. 


58 Radio address by E. H. Thomson, President, Federal Land Bank, Springfield, 
Massachusetts. Mimeographed and distributed by Farm-Credit Administration, 


Washington, D.C. 
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would be the case and the government participation was prac- 
tically eliminated when the depression necessitated further gov- 
ernmental support. Private enterprise was given a place in the 
scheme of agricultural credit under federal law. This, too, is at an 
end. Private credit agencies chartered by the federal government 
—the joint-stock land banks and the national agricultural-credit 
corporations—are to be discontinued. Independent locally owned 
country banks have been the pivot of farm finance until recently, 
but they, too, seem destined to play a less significant réle in the 
future. The new set-up contemplates that the government may 
withdraw its capital in large part, leaving the institutions co- 
operatively owned by the borrowing farmers. The probability of 
this occurring in the proximate future, however, is very remote. 

Viewed in the light of yesterday, the new program appears 
revolutionary, but it conforms very well to the pattern of the 
reconstruction program of 1933. The immediate objective is relief 
for hard-pressed debtors, but to accomplish this end we have 
created a gigantic system of agricultural finance with federal sup- 
port and supervision. To those to whom the program appears 
radical, we call attention to the minority proposals in Congress 
which would have made the United States Treasury a direct 
lender to farmers at very low rates with money manufactured on 
the printing press. The present set-up has in it the dangers in- 
herent in political management, but it gives to agriculture a well- 
balanced financial administration with the great advantage of 
federal control and farmer participation. 


Howarp H. Preston 
Victor W. BENNETT 
UNIVERSITY OF WASHINGTON 





ECONOMIC EVOLUTION: DIALECTICAL AND 
DARWINIAN 


HE contribution of Thorstein Veblen to economic thought 

bears a striking resemblance to the body of doctrine elabo- 

rated by Karl Marx. This resemblance can be seen, for 
example, in the correspondence between their theories or ex- 
planations of economic change and development. | The one, his- 
torical materialism, was developed by Marx on the basis of the 
Hegelian dialectic, while the other, institutional mutationism, was 
originated by Veblen from the Darwinian principles of variation, 
selection, and survival. Although the postulates underlying the 
two theories differ and operate through diverse mechanics of 
change, they perform similar functions in the two systems and 
lead to corresponding social philosophies. Their first and perhaps 
more important function consists in furnishing the criteria for 
judging the phenomenon of capitalism as a system of productive 
efficiency and, at the same time, for evaluating that body of 


knowledge in which capitalism finds theoretical justification. 
Since it is in terms of these postulates that the merits of capital- 
ism and the ends it serves are weighed, both historical materialism 
and institutional mutationism are actually involved with a larger 
and decidedly philosophical problem, that of the theory of value 
from the standpoint of social morality.’ A discussion of the con- 


* This is readily recognized in the case of Marx. While not so obvious it is equally 
true of Veblen. Neither Marx nor Veblen could avoid making value-judgments and 
at the same time attempt a critique of capitalist economy. It is well to recall in this 
connection Veblen’s words: ‘Whatever is, is clearly at one and the same time, both 
right and wrong.” (Journal of Political Economy, VIII, No. 1 [December, 1899], 
110.) Besides, historical materialism and institutional mutationism are theories of 
progress. Progress in the sociological sense is not simply a matter of biological 
change, or what Veblen, hiding behind a fictitious apathy of scientific detachment, 
would call non-purposive change in accordance with “opaque cause and effect.” 
Progress is change for the better; ‘‘an increase, in the course of time, of the value of 
life, whatever that may be.” (R. B. Perry, Moral Economy [New York, 1909], 
p. 126.) When, therefore Veblen bases progress or change upon economic arrange- 
ments and then makes the “survival” of these arrangements depend upon their 
“fitness” for the purposes of life he is doing nothing less than formulating the basis 


34 
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siderations that grow out of this function transcends the scope of 
the present paper which will be confined to a discussion of those 
that grow out of the second function. This function performed by 
these respective postulates is that of constituting the causal norms 
which are conceived as the standards in terms of which economic 
institutions evolve and shape the course and character of the rest 
of cultural development. 


I 


TECHNOLOGY, CLASS STRUGGLE, AND OCCUPATIONAL 
DISCIPLINE 


At the outset it should be stated that neither the Marxian nor 
the Veblenian interpretation is accepted here as a technological 
explanation of culture, if by technology is meant the mechanical 
arts. Even if technology is defined more broadly so as to mean the 
“organization of productive forces,” as might be done in the case 
of Veblen, the Marxian materialistic conception cannot be called a 
technological explanation without seriously distorting its essen- 
tially dialectical and class-struggle character. Yet this technolog- 
ical explanation has found acceptance among a number of econo- 
mists whose judgment can hardly be overlooked. In Europe it has 
been championed by Professor Werner Sombart,? and in this 
country by Professor Alvin Hansen.’ It is undeniable that numer- 


of a value-judgment. Moreover, when he makes mechanical efficiency the test of 
survival, it is clear that he means efficiency as measured by human welfare, or to use 
his own words, “facility of life.” (See Veblen, The Theory of the Leisure Class [New 
York, 1931], pp. 194-95.) The “facility of life” afforded by an economic organiza- 
tion turns upon abundance or scarcity of goods which involves the question of wants 
which again involves the problem of ethical or economic evaluation. 


2 See Mandell M. Bober, Karl Marx’s Economic Interpretation of History (Cam- 
bridge, 1927), chaps. i and ii. Also, Sidney Hook’s recently published, Towards the 
Understanding of Karl Marx (New York, 1933) chap. xii. The present essay was 
written and submitted for publication before the author had read Dr. Hook’s analy- 
sis 

3 See Alvin H. Hansen, “The Technological Interpretation of History,” Quarterly 
Journal of Economics, XXXVI, 72 ff. In a recent and larger work Professor Hansen 
places as much emphasis upon “‘class” factors as he does upon technology. “‘No one 
doubts,” he states, “that the rise in the standard of living of all European peoples in 
the last hundred years was the result fundamentally of the Industrial Revolution, 
of the advance of science and the development of improved techniques. Yet this 
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ous passages from Marx, cited for example by Professor Hansen 
do lend credence to the technological argument. But any doubt 
about Marx’s attempt to explain history by anything but class 
struggle as determined by the property relations governing in- 
come and production ought to be dispelled by his famous words in 
the opening paragraph of the Communist Manifesto. 

The history of all hitherto existing society is the history of class struggles. 
Freeman and slave, patrician and plebian, lord and serf, guild-master and 
journeyman, in a word, oppressor and oppressed, stood in constant op- 
position to one another, carried on uninterrupted, now hidden, now open 
fight, a fight that each time ended, either in a revolutionary reconstitution of 
society at large, or in the common ruin of the contending classes.‘ 


This struggle as it manifests itself in modern society is not de- 
termined by the character of tools, but by the capitalistic employ- 
ment of them.’ The control of the means of production is not an 
end in itself but rather the means of controlling the social surplus.° 
The surplus, of course, is large or small in proportion to techno- 
logical development.’? While Marx looked upon tools, and like- 


revolutionary change in the method of production necessitated a remodeling of social 
institutions. .... Part of our difficulties are caused by the lag in institutional ad- 
justments. These adjustments come partly (perhaps chiefly) out of changes in the 
balance of power between groups or classes (as Marx had it), and partly out of the 
application of science to the field of social institutions.” Hansen, Economic Stabiliza- 
tion in an Unbalanced World (New York, 1932), p. 360. 

4“The Communist Manifesto” in The Essentials of Marx (edited by Algernon 
Lee [New York, 1926], p. 31). All other citations are from this edition of the Mani- 
festo. 

5 “Since therefore machinery, considered alone, shortens the hours of labor, but, 
when in the service of capital, lengthens them . . . . since in itself it is a victory of 
man over the forces of nature, but in the hands of capital, makes man the slave of 
those forces; since in itself it increases the wealth of the producers, but in the hands 
of capital, makes them paupers—for all these reasons and others besides, says the 
bourgeois economist without more ado, it is clear as noon day that all these contra- 
dictions are a mere semblance of the reality, and that, as a matter of fact, they have 
neither an actual nor a theoretical existence. Thus he saves himself from all further 
puzzling of the brain, and what is more, implicitly declares his opponent to be stupid 
enough to contend against, not the capitalistic employment of machinery, but 
machinery itself.”” Marx, Capital (Kerr edition, Chicago, 1906), I, 482. 

6 That the class struggle ultimately centers around the control of the social sur- 
pius seems to be substantiated by Marx’s untranslated Theorien iiber den Mehrwert 
(edited by Karl Kautsky, Stuttgart, 1905). 

7 “The productiveness of labour depends not only on the proficiency of the work- 
man, but on the perfection of his tools.” Marx, Capital, I, 374. Also see p. 200, esp. 
n. 2. 
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wise the natural environment, as the indispensable basis of the 
labor process, he takes the latter as the physical basis of that 
process and the former as a limiting condition. He states that 
“the elementary factors of the labor-process are (1), the personal 
activity of man, i.e., work itself, (2), the subject of that work, and 
(3), its instruments As the earth is his [man’s] original lard- 
er, so too it is his original tool house The earth itself is an 
instrument of labor, but when used as such in agriculture implies 
a whole series of other instruments and a comparatively high de- 
velopment of Jabor.’* The manner in which the labor process 
is limited by technology and physical environment Marx describes 
as follows: 

It is not the tropics with their luxuriant vegetation, but the temperate 
zone, that is the mother country of capital. It is not the mere fertility of the 
soil, but the differentiation of the soil, the variety of its natural products, 
the changes of the seasons, which form the physica! basis for the social divi- 

tion of labour, and which, by changes in the natural surroundings, spur man on 
to the multiplication of his wants, his capabilities, his means and modes of 
Favorable natural conditions alone, gave us only the possi- 
bility, never the reality, of surplus-labour, nor, consequently, of surplus-value 
and a surplus-product. The result of difference in the natural conditions of 
labour is this, that the same quantity of labour satisfies, in different countries, 
a different mass of requirements, consequently, that under circumstances in 
other respects analogous, the necessary labour-time is different. These con- 
ditions affect surplus-labour only as natural limits, i.e., by fixing the points at 
which labour for others can begin.® 


The labor process, then, whatever its technological means or its 
physical limitations, is always the attempt of man to wring satis- 
factions from nature. It is not technology or physical environ- 
ment but the “social conditions” under which the labor process is 
conducted that reveal the nature of society. 

The labour process, resolved as above into its simple elementary factors, 
is human action with a view to the production of use values, appropriation 
of natural substances to human requirements; it is the necessary condition 
for effecting exchange of matter between man and Nature; it is the everlast- 
ing nature-imposed condition of human existence, and therefore is independ- 
ent of every social phase of that existence, or rather, is common to every 
such phase As the taste of the porridge does not tell you who grew the 


§ Marx, Capital, I, 198-99. 9 Ibid., I, 563-6s. 
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oats, no more does this simple process tell you of itself what are the social 
conditions under which it is taking place, whether under the slave-owner’s 
brutal lash, or the anxious eye of the capitalist, whether Cincinnatus carries 
it on in tilling his modest farm ora savage in killing wild animals with stones.” 


While technological means indicate the “degree of development 
to which human labor has attained” and “the social conditions 
under which that labor is carried on,” they do not determine 
these social conditions.” The latter are determined by the modes 
of production, distribution, and exchange. But “modes” of pro- 
duction should not be confused with “means” of production. It is 
from such a confusion that the technological argument arises. 
Marx’s description of the “labor process” serves him as the basis 
for his theories of surplus value and exploitation. In this descrip- 
tion he develops the thesis that both capital goods and consumers’ 
goods originate in the “labor process.”** Tools are therefore noth- 
ing but stored up labor.“ It is only under certain conditions that 
these tools become capital. 


 Ibid., pp. 204-5. 

™ Ibid., p. 200. Also note Marx’s statement that “Technology discloses man’s 
mode of dealing with nature, the process of production by which he sustains his life, 
and thereby also lays bare the mode of formation of his social relations, and of the 
mental conceptions that flow from them.” Jbid., p. 406, n. 2. 

™ “Modern bourgeois society with its relations of production, of exchange, and 
of property, a society that has conjured up such gigantic means of production and of 
exchange, is like the sorcerer, who is no longer able to control the powers of the 
nether world whom he has called up by his spells. For many a decade past, the his- 
tory of industry and commerce is but the history of the revolt of modern productive 
forces against modern conditions of production, against the property relations that 
are the conditions for the existence of the bourgeoisie and of its rule.” Marx, the 
Communist Manifesto, p. 36. 

*3 “Since past labour always disguises itself as capital, i.e., since the passive of the 
labour of A, B, C, etc., takes the form of the active of the non-labourer X, bourgeois 
and political economists are full of praises of the services of dead and gone labour, 
which, according to the Scotch genius M’Culloch, ought to receive a special re- 
muneration in the shape of interest, profit, etc. The powerful and ever-increasing 
assistance given by past labour to the living labour process under the form of means 
of production, is therefore, attributed to that form of past labour in which it is 
alienated, as unpaid labour, from the worker himself, i.e., to its capitalistic form.” 
Marx, Capital, I, 666-67. 

™ “We know that the means of production and subsistence, while they remain 
the property of the immediate producer, are not capital. They become capital, only 
under circumstances in which they serve at the same time as means of exploitation 
and subjection of the labourer.” Jbid., p. 840. 
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The conditions which generally govern production must be differentiated 
in order that the essential points of difference be not lost sight of in view of 
the general uniformity which is due to the fact that the subject, mankind, and 
the object, nature, remain the same. The failure to remember this one fact is 
the source of all the wisdom of modern economists who are trying to prove 
the eternal nature and harmony of existing social conditions. Thus they 
say, e.g., that no production is possible without some instrument of production, 
let that instrument be only the hand; that none is possible without past ac- 
cumulated labor, even if that labor consist of mere skill which has been accumu- 
lated and concentrated in the hand of the savage by repeated exercise. Capital 
is, amcog other things, also an instrument of production, also past imper- 
sonal labor. Hence, capital is a universal, eternal natural phenomenon; 
which is true if we disregard the specific properties which turn an “‘insiru- 
ment of production” and “‘stored up labor’’ into capital. 


The conditions which turn an “instrument of production”’ into 
capita] arise from the institutions of property and competitive ex- 
change. Under these conditions “capital is not a thing” but “‘a so- 
cial relation between persons, established by the instrumentality 
of things.’** Only as capital do the means of production become 
the condition whereby human labor is exploited and its products 
appropriated.” Against this subordination and exploitation hu- 
man labor persistently revolts. The revolt is ostensibly a struggle 
between classes for the control of the means of production and 
subsistence. In its more fundamental sense it is a struggle for the 
control of the social surplus which, as will be noted later, begets 
social power and political authority. 


8 Marx, Critique of Political Economy (Kerr edition, Chicago, 1904), pp. 269-70. 
(Italics mine.) 

6 Capital, I, 839. Elsewhere Marx states: “Now capital also is a social relation 
of production. It is a bourgeois relation of production, a condition of production of 
a bourgeois society. Are not the means of subsistence, the implements of labor, and 
the raw material, of which capital consists, the results of definite social relations; 
were they not produced and stored up under certain social conditions? Will they 
not be used for further production under certain social conditions within definite 
social relations? And is it not just this definite social character that transforms into 
capital that product which serves for further production?” “Wage Labor and 
Capital,” in Lee, op. cit., p. 94. 

17 “The contest between the capitalist anc the wage-labourer dates back to the 
very origin of capital. It raged on throughout the whole manufacturing period. But 
only since the introduction of machinery has the workman fought against the instru- 
ment of labor itself, the material embodiment of capital. He revolts against this par- 
ticular form of the means of production, as being the material basis of the capitalist 
mode of production.”” Marx, Capital, I, 466-67. (Italics mine.) 
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In our later discussion of the postulates of Marxian evolution, 
it will be shown that this struggle for the control of the social sur- 
plus has two meanings. One is the absolute or rea] and the other 
the relative or phenomenal. From the absolute standpoint the 
class struggle symbolizes the effort of human labor to emancipate 
itself from subordination to its products; it is the attempt of labor 
to realize a socio-ethical position consonant with its productive 
function.” In the absolute sense there are no separate and dis- 
tinct class struggles. There is only a succession of revolts which 
we distinguish as peculiar to a given epoch but which in actuality 
constitute one indivisible historical phenomenon. From the sec- 
ond or relative standpoint, class struggles differ in particular peri- 
ods because the method of appropriating the social surplus differs 
in different periods. In consequence, the specific character of so- 
ciety and the state in a given period of history differs, being de- 
termined by the peculiar way in which the social surplus of that 
period is appropriated. 

The specific economic form, in which unpaid surplus labor is pumped out 
of the direct producers, determines the relation of rulers and ruled, as it grows 
immediately out of production itself and re-acts upon it as a determining 
element. Upon this is founded the entire formation of the economic com- 
munity which grows up out of the conditions of production itself, and this 
also determines its specific political shape. It is always the direct relation of 
the owners of the conditions of production to the direct producers, which 
reveals the innermost secret, the hidden foundation of the entire social con- 
struction, and with it of the political form of the relations between sover- 
e'gnty and dependence, in short, of the corresponding form of the state. 
The form of this relation between rulers and ruled naturally corresponds 
always with a definite stage in the development of the methods of labor and 
of its productive social power. This does not prevent the same economic 

*8 Professor Perlman has given a similar interpretation of the class struggle in his 
analysis of the labor movement. He states: “While the concept of labor as a ‘mass’ in 
the grip of a ‘force’ is the common basis of all intellectualist theories of the labor 
movement, intellectuals fall into three distinct groupings, depending on what they 
take the nature of that ‘force’ to be. The Marxian, who is a ‘determinist-revolu- 
tionary,’ pictures it as the ever growing force of material production, embodied in 
the tools of production and in technological methods. This ‘force,’ in seeking to 
break through the capitalist strait jacket which encases it and impedes its furth>r 
growth, is inevitably hurling the labor ‘mass’ against the political and legal régime 
established and defended by the capitalist class.” Selig Perlman, A Theory of the 
Labor Movement (New York, 1928), p. 282. 
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basis from showing infinite variations and gradations in its appearance, 
even though its principal conditions are everywhere the same. This is due 
to innumerable outside circumstances, natural environment, race peculiari- 
ties, outside historical influences, and so forth, all of which must be ascer- 
tained by careful analysis." 

It might be argued that when technology is looked upon as em- 
bracing both the mechanical and the non-mechanical arts of a 
given society no essential harm is done to the Marxian interpreta- 
tion by calling it technological. For when used in this sense it is 
synonymous with “mode of production.’”’ Even so, it is not the 
“mode of production” which of itself produces conflict according 
to Marx, but the consciousness aroused in social classes by their 
opposing productive and distributive relations under the institu- 
tion of private property. Therefore the economic pressure, which 
according to the Marxian materialistic conception determines the 
character of the social order at any given time, thereby shaping 
the course of history, is not the disciplinary effect of changing 
techniques upon social habits, but rather the impact of income 
upon the fortunes of social classes under changing conditions of 
production.” When this economic pressure is envisaged as tech- 
nological exigencies the nature of its impact must be shifted from 
income to the discipline of workmanship or of industrial efficiency. 
That such a rendition of Marx’s interpretation distorts the char- 
acter of its inner drives is readily seen from a cursory examination 
of the revolutionary motives attributed by him to the modern 
proletariat. Although it is permissible to reason that since Marx 
held the proletariat (labor) to be the source of creative effort and, 
therefore, of industrial efficiency, it would be wholly incorrect to 
conclude that he saw this function as vocational activity which 

9 Capital, III, 919. 

2° “Marx,” states Engels, “was the first to discover the great law which governs 
the march of history. According to this law, all historical struggles, although they 
seem to take place on the political, religious, philosophical, or any other ideal plane, 
are, in reality, nothing else than the more or less clear expression of struggles be- 
tween social classes. The existence of these classes and their collisions, are them- 
selves determined by the degree of development in the economic situation, by the 
prevailing mode of production, and by the methods of exchange which result. This 
law bears the same relationship to history as the law of the conservation of energy 


bears towards the physical sciences.”” Marx, The 18th Brumaire of Louis Bonaparte 
(Eden and Cedar Paul, tr.; New York, 1926), p. 22. Also see p. 7. 
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in the form of occupational discipline deteriaines the class animus 
and the revolutionary motives of the proletariat. What he main- 
tained was that the revolutionary motives and will of the prole- 
tariat result from its growing consciousness of the increasing dis- 
parity between its importance as the source of productive efficien- 
cy and the value of its economic and social rewards. Industrial 
efficiency never comes in as a major force or as the criterion of in- 
stitutional utility in the Marxian system. 

It is in Veblen’s scheme of economic evolution that industrial 
efficiency plays the decisive réle. Indeed one of Veblen’s chief 
criticisms against Marxian materialism is that it assumes that 
economic pressure takes the form of “output” or income rather 
than productive efficiency. Thus he contends that 

The class struggle is conceived to be “material,’”’ but the term “material” 
is in this connection used in a metaphorical sense. It does not mean me- 
chanical or physical, or even physiological, but economic. It is material in 
the sense that it is a struggle between classes for the material means of life. 
. ... The dialectic of the movement of social progress, therefore, moves on 
the spiritual plane of human desire and passion, not on the (literally) ma- 
terial plane of mechanical and physiological stress, on which the develop- 
mental process of brute creation unfolds itself. It is a sublimated material- 
ism, sublimated by the dominating presence of the conscious human spirit; 
but it is conditioned by the material facts of the production of the means of 
life." 

In a previous essay,” it was stated that while Veblen accepted 
a materialistic explanation of history he denied that materialistic 
factors exert their effect through the dialectics of class struggle. 
But in the quotation given in the preceding paragraph it will be 
noticed that Veblen places “mechanical” and “physiological” in 
opposition to “economic.’’ The logical inference of this implicit 
distinction is that if he accepted a materialistic interpretation of 
history** his material factors are evidently of a different order 

* Veblen, The Place of Science in Modern Civilization (New York, 1930), p. 415. 

22 Abram L. Harris, “Types of Institutionalism,” Journal of Political Economy, 
December, 1932, pp. 721 ff. 

23 Speaking of the conditions making for change in the United States, Veblen 
states: “As is always the case, in the nature of things, so in this case, too, the changes 
that have taken effect in the material circumstances are the creative factors which 
have gone into action, as a driving force and a controlling agency, and have set afoot 
a new line of habituation.” Absentee Ownership (New York, 1923), p. 206. 
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from those of Marx. There are, indeed, two respects in which Veb- 
len’s material factors differ from those of Marx: first, in the way 
they exert their influence upon the course of human affairs; and, 
secondly, in their qualitative characteristics. An examination of 
the institutional conflict that Veblen finds peculiar to Western 
civilization will assist in distinguishing his material factors in 
these respects. According to Veblen: 

.... Secular life among the peoples of Christendom is governed in re- 
cent times by three several systems of use and wont, sovereign action-pat- 
terns induced by the run of past habituation:—the mechanical system of 
industry; the price-system;* and the national establishment. The existing 
industrial system is dominated by the technology of physics and chemistry, 
and is a product of recent times, a profoundly modified derivative of the 
handicraft industry. The current price-system is dominated by absentee 
ownership and is also a greatly altered outgrowth of the handicraft industry 
and its petty trade; its continued growth in recent times has, in effect, 
changed it into a credit-price system. The nation, considered as a habit of 
thought, is a residual form of the predatory dynastic State of early modern 
times, superficially altered by a suffusion of democratic and parliamentary 
institutions in recent times.’ 


The oldest of these institutions is the state, but running closely 
behind it is business enterprise. The mechanical system of indus- 
try is the newest institution. While both the state and business 
enterprise rest upon industry for material support, the latter, 
from the standpoint of the norms of conduct and knowledge en- 
forced by its discipline, is most alien to the other two.* On the 
other hand, the points of coincidence between the state and busi- 
ness are very close. Although not identical in aim these two insti- 
tutions have come to fortify each other. 

The state, that is to say, the government, was once an organization for 
the control of affairs in the interest of princely or dynastic ends. In internal 
affairs statecraft was occupied with questions of the dynastic succession, 
the endeavors and intrigues of the political magnates, fiscal administration 
directed to finding adequate support for the princely power, and the like. 
In external politics the objective end was dynastic prestige and security, 
military success, and the like. Such is still in part the end of political en- 

«4 Price system is used by Veblen as a correlative of business enterprise. 

3s Absentee Ownership, p. 398. 

%© The Theory of Business Enterprise (New York, 1904), p. 67, and pp. 302-3. 
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deavor in those countries, as e.g., Germany,” Austria, or Italy, where the 
transition to a constitutional government has not been completed. But 
since the advent of constitutional government and parliamentary represen- 
tation, business ends have taken the lead of dynastic ends in statecraft, very 
much in the same measure as the transition to constitutional methods has 
been effectually carried through. A constitutional government is a business 
government.* 

The relation which Veblen thus posits between the modern 
state and business enterprise originated, in point of evolution, in 
the transition from feudalism and petty trade to modern com- 
merce and industry, or to use familiar Marxian terminology, 
originated in the period that gave birth to the bourgeoisie. When 
Veblen argues this relationship between business ownership and 
the modern state from the vantage of psychology, he attempts to 
show that the genesis of it antedates the economic changes of the 
seventeenth and eighteenth centuries. Since both the state and 
business enterprise are invidious institutions, their interrelation 
is rooted in the predatory dispositions of human nature whilst the 
non-invidious industrial system is the psychological expression of 
non-predatory traits of workmanship. In thus viewing this mod- 
ern institutional conflict, psycho-genetically, he sees it as an age- 
old conflict between “exploit” and “industry,” a conflict that 
reaches back into those “savage” and “barbarian” cultures out of 
which Western civilization sprang.” What Veblen seems to be 
saying is that not only modern culture but history itself is the re- 
flection of a conflict between the habits of industry and exploita- 
tion arising out of man’s struggle for existence in society. The eco- 
nomic circumstances by which this conflict is crystallized are the 
prevailing technological scheme and the institution of private 
property. These circumstances iead to conflict not through a con- 
sciousness of income differences between social classes but through 
the discipline they exercise over the habits of vocational classes. 
In other words, income and production under the governance of 
property relations are not the economic considerations by which 

27 Veblen, Imperial Germany and the Industrial Revolution (New York, 1918), 
chaps. iii, v, and vii. 

28 The Theory of Business Enterprise, p. 284. Also Absentee Ownership, p. 442. 

29 The Theory of the Leisure Class, p>. 12-13. 
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conflict is determined. Class interest and class division are deter- 
mined by the discipline of the pecuniary and the industrial occu- 
pations. These divergent types of occupations exercise different 
disciplines, thereby enforcing different habits and, as a conse- 
quence, different outlooks and standards of judgment upon the 
mentality of the different classes who are habitually employed in 
them in making a living. Class antagonism is thus engendered by 
conflicting habits that arise from the discipline of ownership, on 
the one hand, and from that of workmanship, on the other, rather 
than by the impact of differential conditions of income and pro- 
duction upon class fortunes. How the technological scheme and 
private property enforce different disciplines upon occupational 
classes and how they lead to a conflict in social habits will be seen 
from a necessarily abridged account of Veblen’s theories of private 
property and productive efficiency. 

In the struggle for existence the ‘material exigencies” encount- 
ered by man in his physical environment are “systematized”’ into 
“the state of the industrial arts.”*° The state of the industrial arts 
arises out of man’s “habitual material (industrial) occupations.” 
It comprises those ‘“‘technological expedients” employed by man to 
wring satisfactions from nature. These expedients are material 
and immaterial in character. In their material aspect they include 
“tools, vessels, vehicles, raw materials, buildings, ditches, and 
.... the land in use,” but likewise “the useful minerals, plants 
and animals.”* In their immaterial aspect they comprise a “com- 
mon stock of information and proficiency in the ways and means 
of life” which “vests in the group at large.’’** These “technologi- 
cal expedients” that make up the state of the industrial arts there- 
fore embody the industrial efficiency of a given community or cul- 
ture. On the lower levels of culture the material contrivances 
necessary for gaining a living are slight and are usually in the 
workman’s possession. Here the free workman is the center or 


» The Place of Science, p. 44. 


3 Ibid., p. 329. 

» Ibid., pp. 325-26. 

33 “As determined by the state of the industrial arts in such a culture, the mem- 
bers of the community co-operate in much of their work, to the common gain and to 
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the controlling agent in economic relations; and man’s powers and 
functions in the industrial community are decided on grounds of 
workmanlike aptitude and special training.* This state of “free 
workmanship” is superseded by a pecuniary control of industry as 
soon as private property develops. Since individual ownership is 
a “habit of thought” respecting “surplus” wealth and the mate- 
rial means for obtaining it, private property does not appear until 
adopted by some strategic class which subtly enforces it upon the 
community.*s On the lower levels of culture individual ownership 
first emerges from the “parasitism’’ of magicians and priests.** A 
further strengthening of the habit of ownership takes place with 
the “advent of warfare” and “‘the war chief.” Into the war chief’s 
hands “authority and pecuniary emoluments gather somewhat in 
proportion as warlike exploits and ideals become habitual in the 
community. More or less of Joot falls into the hands of the victors 
in any raid. The loot may be goods, cattle if any, or men, women, 
and children; any or all of which may become (private) property 
and be accumulated in sufficient mass to make a difference be- 
tween rich and poor.”3? The appearance of the war lord also 
marks a transition of property rights from a spiritual (priestly) to 
a temporal (kingly) basis thus paving the way for the dynastic 
state and its later derivative, the democratic state.** The institu- 


no one’s detriment, since there is substantially no individual, or private, gain to be 
sought. There is substantially no bartering or hiring, though there is a recognised 
obligation in all members to lend a hand; and there is of course no price, as there is no 
property and no ownership, for the sufficient reason that the habits of life under 
these circumstances do not provoke such a habit of thought.” The Instinct of Work- 
manship (New York, 1922), p. 142. 

% Ibid., p. 146. 3% Ibid., pp. 155-56. 

38 Tbid., p. 157. 37 Ibid., p. 157. 

3 “Tn the last analysis the nation remains a predatory organism, in practical 
effect an association of persons moved by a community interest in getting something 
for nothing by force and fraud It is a residual derivative of the predatory 
dynastic State, and as such it still continues to be, in the last resort, an establish- 
ment for the mobilisation of force and fraud as against the outside and for a penal- 
ized subservience of its underlying population at home In recent times, owing 
to the latterday state of the industrial arts, this national pursuit of warlike and 
political ends has come to be a fairly single-minded chase after unearned income to be 
procured by intimidation and intrigue.” Absentee Ownership, p. 442. Also The In- 
stinct of Workmanship, p. 159. 
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tion of ownership does not come into existence, however, until the 
technological basis is ripe for it. This technological ripeness seems 
to coincide with the growing resort to “indirect methods of pro- 
duction” whereby it becomes advantageous for certain members 
to “engross”’ the community’s industrial efficiency, and in conse- 
quence, “‘the usufruct of the industrial arts.” 

Hereby the technological basis for a pecuniary control of industry is given, 
in that the “roundabout process of production” yields an ‘income above the 
subsistence of the workmen engaged in it, and the material equipment of 
appliances (crops, fruit-trees, live stock, mechanical contrivances) binds 
this roundabout process of industry to a more or less determinate place and 
routine, such as to make surveillance and control possible. So far as the 
workman under the new phase of technology is dependent for his living on 
the apparatus and the orderly sequence of the “roundabout process’ his 
work may be controlled and the surplus yielded by his industry may be 
turned to account; it becomes worthwhile to own the material means of in- 
dustry, and ownership of the material means in such a situation carries with 
it the usufruct of the community’s immaterial equipment of technological 
proficiency.39 

In this way the institution of property and the technological 
scheme come to be the basic elements in the economic arrange- 
ment of a community’s life. In a simple technology where habits 
of ownership have not begun to take root there are practically no 
class distinctions, except those which might as a matter of course 
follow differences in workmanship. But assoon as private property 
is firmly implanted rather well-defined class distinctions begin to 
crystallize.” Veblen does not state that these class distinctions 
originate in private property. The distinctions may have already 
appeared but they do not have an economic basis until private 
property is developed. At any rate with the growth of property, 
ownership and class differences become inextricably interwoven. 
Thus the early manifestation of ownership serves further to dis- 
tinguish the underlying population from the rulers, the war lords, 
the priests, and the magicians. As accumulated wealth increases 
and falls into the hands of the latter they grow into a leisure class 
exempt by virtue of ownership from tangible (industrial) per- 

39 The Instinct of Workmanship, pp. 150-51. 

# At least in those cultures genetically related to Western civilization. See ibid., 
Pp. 157-60, and p. 202. 
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formance, while the underlying population, the keepers of the 
community’s industrial efficiency, perform the necessary produc- 
tive labor. This division of classes into the industrially exempt or 
pecuniary, on the one hand, and the industrially employed or 
mechanical on the other, is the source of the conflict in habits 
which Veblen finds running its course from the earliest stages of 
economic evolution on up in to modern times. The modern con- 
flict to which attention has already been drawn between the po- 
litical state and business enterprise“ on the one side and the 
technicians on the other has been brought on by a cultural bifur- 
cation similar to that which occurred in primitive society. The 
tenure of property in the modern community is based, however, 
upon different conditions from those under which the early chief- 
tains and priests engrossed wealth, and the modern strategy of 
ownership converges upon a different line of material items. The 
difference in tenure is accounted for by changes in law and custom. 
The difference in the strategy of ownership is held to be the result 
of a technology based upon the application of science to the pro- 
duction of wealth. 

By classifying Veblen’s theory of evolution as technological, one 
is likely to eliminate, or at all events, minimize the conflict in so- 
cial habits just described. Besides, the evidence is abundant that 
Veblen does not understand technology to mean simply the me- 
chanical arts. For example, in one place he describes the “primi- 
tive technology” as dominated by the “non-mechanical arts of 
plant and animal breeding” ;* and, in another, he contrasts the 
cultural effects of the “primitive technology of tillage and cattle- 
breeding’’* with those of the ““modern technology of the mechanic 
arts.” Although he constantly refers to mechanical implements 
he looks upon them as indicative of a high or low degree of indus- 
trial efficiency.* Thus technology, in the sense in which he uses ii, 
means the systematic adaptation of ways and means for accom- 


« This relationship Veblen argues at length. See Absentee Ownership, p. 430. 
# The Instinct of Workmanship, p. 90. 


4 Ibid., p. 100. 
“4 Ibid., pp. 62-84 and p. 218. Also The Place of Science, pp. 43-55. 


The Instinct of Workmanship, p. 66. 
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plishing the economic ends of group life, or, more simply, the 
organization of industrial efficiency. The organization of indus- 
trial efficiency may or may not be mechanical in nature but it is 
always material because industrial efficiency always deals with 
the “brute forces of nature.” It seems clear that Veblen uses 
technology in a sense closely related to that in which Marx uses 
“modes of production.” As previously noted he maintains that 
the institution of ownership is a “habit of thought” respecting 
“the usufruct of the industrial arts.””’ The objective condition 
which makes the expression of this “habit of thought” possi- 
ble is the increase in technological efficiency. Moreover the par- 
ticular “items of property to which the claims of ownership come 
to attach will .... vary from time to time, according as the 
state of the industrial arts will best afford an effectual exploi- 
tation of this usufruct through the tenure of one or another of 
the material items requisite to the pursuit of industry.” In other 
words, what is owned depends upon what the technological 
scheme will permit.” Any given culture is, therefore, a creature of 
its technology. 


It is assumed that in the growth of culture, as in its current maintenance, 
the facts of technological use and wont are fundamental and definitive, in 
the sense that they underlie and condition the scope and method of civilisa- 
tion in other than the technological respect, but not in such a sense as to pre- 
clude or overlook the degree in which these other conventions of any given 
civilisation in their turn react on the state of the industrial arts. 


While the technological scheme creates the economic possibili- 
ties of ownership, the discipline which it exerts upon the industrial 
classes who are habitually employed in it conflicts with that ex- 
erted by the institution of private property. This conflict in occu- 
pational habituation is just as essential to Veblen’s theory of evo- 
lution as class struggle is to Marx’s. The rdéle which it plays in 
Veblen’s theory of economic evolution is analogous to that which 
class struggle plays in the Marxian interpretation. The two types 
of conflict constitute the mechanism through which material or 
economic circumstances transmit their influence. Because of its 


# Ibid., p. 151. 47 The Place of Science, p. 333. 
# The Instinct of Workmanship, p. vii. 
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similarity in function Veblen’s conflict in occupational habitua- 
tion frequently takes on the familiar ring of class struggle.” Yet 
it is impossible consistently to convert into class struggle this con- 
flict emanating from diverse occupational disciplines without in- 
fusing it with certain fundamentally Marxian assumptions which 
are not accepted by Veblen. 

There are three of these assumptions. The first, as has already 
been shown, involves the qualitative characteristics of economic 
factors or material circumstances and the way these exert their in- 
fluence upon human behavior. Of the other two assumptions one 
relates to labor as a productive factor; the other, to the distribu- 
tive claims (rights) of the class by whom labor is furnished. These 
last two assumptions come to this: labor is both prime mover in 
production and the source of all wealth (capital goods and con- 
sumer’s goods) ; therefore, the distributive claims of the proletari- 
at by whom labor is supplied should be paramount and exclusive.” 
Under these assumptions class struggle is to be seen as the neces- 
sary and inevitable method by which the laboring proletariat will 
eventually harmonize its productive function and its distributive 
claims. Both of these assumptions are denied by Veblen. Accord- 


# For instance when he discusses the possibility of a revolution in the United 
States. “Much doubt,” he states, “and some discontent is afoot. It is becoming in- 
creasingly evident that the facts of everyday life under the new order do not fall in 
with the inherited principles of law and custom; but the farmers, farm laborers, 
factory hands, mine workmen, lumber hands, and retail tradesmen have not come 
to anything like a realisation of that order of economic life which throws them to- 
gether on one side of a line of division, on the other side of which stand the vested 
interests and the kept classes. They have not yet come to realise that all of them 
together have nothing to lose except such things as the vested interests can quite 
legally and legitimately deprive them of, with full sanction of law and custom as it 
runs, so soon and so far as it shall suit the convenience of the vested interests to 
make such a move.” The Vested Interests and the Common Man (New York, 1920), 
Pp. 175. 

* This is not equivalent to saying that the workers are entitled to the “full prod- 
uct.” Marx really made no argument for labor’s right to the “full product” as under- 
stood in Menger’s Labour’s Right to the Full Product. In criticizing the Gotha pro- 
gram, he denies that any economy, socialist or otherwise, can give to labor the “full 
product.” See “The Gotha Program,” International Socialist Review, VIII, No. 11, 
May 1907-08. But Veblen, like others before and aiter him, makes the “full prod- 
uct” a tenet of Marxism. See The Place of Science, p. 444; and The Instinct of Work- 
manship, pp. 145-46. On the productivity of labor, see Marx, Capital, I, 562. 

















ECONOMIC EVOLUTION 51 


ing to him neither the workmen nor the owners of the means of 
production possess a productivity apart from the intangible and 
tangible equipment afforded by the technological scheme. The in- 
tangible equipment constitutes knowledge of ways and means of 
accomplishing productive purposes while the tangible comprises 
material contrivances. Although the material contrivances do ac- 
tually come into existence as the result of the inventive genius of 
individuals, they can neither be invented nor put to industrial use 
without the assistance of the intangible equipment of the com- 
munity. The intangible equipment “is the indispensable founda- 
tion of all productive industry,” but “it is no man’s individual 
property,” since it “is held and passed on as an indivisible posses- 
sion of the community at large.’’* Thus, “as workman, labourer, 
~roducer, breadwinner, the individual is a creature of the techno- 
logical scheme; which in turn is a creation of the group life of the 
community. Apart from the common stock of knowledge and 
training the individual members of the community have no indus- 
trial effect... .. So that industrial efficiency, whether of an in- 
dividual workman or of the community at large, is a function of 
the state of the industrial arts.”* 

In denying the value imputed by Marx to labor as productive 
force, Veblen repudiates the corresponding assumption concerning 
the distributive claims of those by whom labor is supplied. Ac- 
cording to Veblen, the workmen “are productive factors or indus- 
trial agents, in the sense that they will on occasion turn out a sur- 
plus above their necessary current consumption, only because and 
so far as the state of the industrial arts enables them to do so.” 
Therefore, no special or exclusive claims can as a matter of logical 
right attach to this surplus by virtue of workmanship or any other 
functional consideration. The surplus is a social product. But 
once the institution of ownership establishes a pecuniary control 
over industry, the surplus becomes the private property of the in- 

S* The Engineers and the Price System (New York, 1921), p. 28. The material 
contrivances are “production goods” which “‘cost nothing but labor” whereas “the 
immaterial equipment of technological proficiency costs age-long experience.” 
Imperial Germany, p. 128. 

3 The Instinct of Workmanship, pp. 144-45. 

83 Ibid., p. 144. Also, The Place of Science, pp. 326, 348, 444. 





52 ABRAM L. HARRIS 


dividuals who own the means of production. Since, however, 
those who supply Jabor no more than those who own the means of 
production have any exclusive claim to the “engrossed” surplus, 
the institution of property, instead of being the basis of a theory 
of labor exploitation, leads to the idea of the misdirection of the 
community’s industrial efficiency.* Under these conditions it is 
impossible to develop class struggle as a method by which labor, 
conscious of its productive function, seeks to establish its corre- 
sponding distributive rights. Although in Veblen’s analysis the in- 
stitution of ownership places the pecuniary and technical classes 
in distinctive consumption and production categories, the distri- 
bution of income comes in as a highly adventitious rather than as a 
determining factor in shaping class antagonisms. 

In spite of the great dissimilarity in the mechanism through 
which economic factors exert themselves in the Marxian and 
Veblenian explanations, there is one important but general respect 
in which the two are identical. Whether the broad sweep of his- 
tory is viewed in the perspective of class struggle or in that of con- 
flicting occupational disciplines the character of any particular 
epoch will be seen as the expression of the prevailing behavior pat- 
tern in which the men of that time move, think, and have their so- 
cial being. This behavior pattern, which includes law, politics, 
civil relations, knowledge, and belief, is in turn the product more 
or less directly of the existing form of economic organization. 
Consequently, any change in the economic or materialistic basis of 
society will enforce a corresponding change in the behavior pat- 
tern, and will thereby bring about a social transformation. But it 
is right at this point that an extreme divergence again crops out 
between the two theories. 


54 Yet “engrossing”’ the surplus does serve as the basis of economic class differenti- 
ation. “The three conventionally recognised classes, upper, middle, and lower, are 
all and several pecuniary categories; the upper being typically that (aristocratic) 
class which is possessed of wealth without having worked or bargained for it; while 
the middle class have come by their holdings through some form of commercial 
(business) traffic; and the lower class gets what it has by workmanship. It is a 
gradation of (a) predation, (b) business, (c) industry; the former being disserviceable 
and gainful, the second gainful, and the third serviceable.” The Instinct of Workman- 
ship, p. 184. 
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II 
HISTORICAL MATERIALISM AND INSTITUTIONAL MUTATIONISM 


The manner in which the individual is assumed to respond to 
economic stimuli and the way in which the environment, from 
which the stimuli arise, itself changes, are different in the two 
theories. Because of this the interaction between the behavior 
pattern and the material conditions varies according to whether 
reasoning proceeds in the dialectics of class struggle or in the logic 
of conflicting occupational habituations. When class struggle is 
the basis of reasoning, institutional change is deterministic and 
teleological. When occupational habituation is the basis of reason- 
ing, change, although inevitable, is uncertain in character and 
proceeds as chance variations. In the former case the theory of 
movement is historica] materialism, and in the latter, institutional 
mutationism. 

To bring out the dissimilarity in the assumptions of Marx and 
Veblen concerning the interaction between man and materia] con- 
ditions and, thereby, the contrasts in their respective theories, we 
will begin by noting the relationship between the behavior pattern 
and the economic structure as posited by Marx and how changes 
in the latter induce changes in the former. According to Marx the 
behavior pattern is determined by the social relations that arise 
from the conditions of production, distribution, and exchange. 
Hence changes in these conditions will produce changes in the so- 
cial relations and in that way provoke a change in the behavior 
pattern.s Marx asks: 

Does it require deep intuition to comprehend that man’s ideas, views, 
and conceptions, in one word, man’s consciousness, changes with every 
change in the conditions of his material existence, in his social relations, and in 
his social life? What else does the history of ideas prove than that intellectual 
production changes in character in proportion as material production is 
changed?* 


Inasmuch as Marx makes material changes (changes in the mode 
of production, distribution, and exchange) proceed in conformity 


88 Critique of Political Economy (Kerr edition, Chicago, 1904), p. 11. 
%* The Communist Manifesto, p. 51. 
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with the dialectics of class struggle, the corresponding changes in 
social relations and in the behavior pattern proceed in like fashion. 
When, for example, the means of production are the property of a 
given class, as in a capitalistic economy, the social relations reflect 
the subordination of the non-propertied class by the propertied. 
The prevailing behavior pattern is thus the ideological reflection 
of the economic prerogatives and political power of the owners of 
property. 

Upon the different forms of property, upon the social conditions of exist- 

ence, as foundation, there is built a superstructure of diversified and char- 
acteristic sentiments, illusions, habits of thought, and outlooks on life in 
general. The class as a whole creates and shapes them out of its material 
foundation, and out of the corresponding social relationships.’ 
Since according to Marx the prevailing behavior pattern is noth- 
ing more than the manifestation in the ideal world of the subor- 
dination of one class by another, it is through the revolutionary 
displacement of the existing ruling class by the subordinated that 
a transformation is brought about in the behavior pattern. But 
before such a transformation is possible it is necessary, (1) that 
the material (productive) forces will have reached their full de- 
velopment in the old society; and (2) that the subordinated class, 
conscious of this development, will recognize itself to be the in- 
strument of economic necessity and will act accordingly: 

An oppressed ciass is the vital condition of every society based upon the 
antagonism of classes. The emancipation of the oppressed class therefore 
necessarily implies the creation of a new society. In order for the oppressed 
class to be emancipated it is necessary that the productive powers already 
acquired and the existing social relations should no longer be able to exist 
side by side. Of all the instruments of production the greatest productive 
power is the revolutionary class itself. The organisation of the revolutionary 
elements as a class supposes the existence of all the productive forces which 
can be engendered in the bosom of the old society.* 


How do these changes in productive forces create in the subor- 
dinated class this awareness of economic necessity and the willing- 
ness to act in accordance with it? It has been noted that in the 
Marxian interpretation changes in the modes of production (the 


581 The 18th Brumaire of Louis Bonaparte, pp. 7-8. 
* The Poverty of Philosophy (Kerr edition, Chicago, n.d.), pp. 189-90. 
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material basis of society) exert themselves upon human behavior, 
and consequently upon history, through the differential effect of 
economic conditions upon social classes. These conditions, im- 
posed by changes in the productive forces, take their effect in the 
form of income. And it is the exigencies of income which create in 
the different classes a consciousness of the difference in their mate- 
rial circumstances. As a result of the differential hardship experi- 
enced by the less fortunate class it becomes conscious of the dis- 
serviceability of the old economic arrangements. It is likewise 
these same conditions that cause the less fortunate class to recog- 
nize the untenability of the ideological forms of the old society. 
Thus the less fortunate class sets out to refashion the economic 
structure along lines conformable with its economic interest. In 
doing so, it brings about a new set of values, new standards of 
judgments, in brief, creates a new behavior pattern. 

In the conditions of the proletariat, those of old society at large are al- 
ready virtually swamped. The proletarian is without property; his relation 
to his wife and children has no longer anything in common with the bourgeois 
family relations; modern industrial labor, modern subjection to capital, the 
same in England as in France, in America as in Germany, has stripped him 
of every trace of national character. Law, morality, religion, are to him so 
many bouigeois prejudices, behind which lurk in ambush just as many 
bourgeois interests The proletarians cannot become masters of the 
productive forces of society except by abolishing their own previous mode 
of appropriation, and thereby also every other previous mode of appropria- 
tion. They have nothing of their own to secure and to fortify; their mission 
is to destroy all previous securities for and insurances of individual property.” 


The foregoing analysis leads to the following conclusions. One 
of the underlying assumptions in the Marxian theory of change is 
that individuals in the final analysis will always choose that line of 
action which is in keeping with their material class interests. This 
assumption is based upon a tacit belief in the reasoned response of 
human beings to economic stimulation. Another assumption is 
that changes in the economic environment take place dialectically. 
Marx states, for example, in his analysis of capitalism, that “the 
modern bourgeoisie is itself the product of a long course of de- 
velopment, of a series of revolutions in the modes of production 


9% The Communist Manifesto, p. 42. 
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and of exchange,” and he adds that “the bourgeoisie cannot exist 
without constantly revolutionising the instruments of production, 
and with them the whole relations of society.” It is only with 
these assumptions guided by a purposive logic that Marx was able 
to predict invariant changes in production which would for cer- 
tainty give rise to differential class hardship, and that the human 
beings affected by these conditions would respond to them in a 
manner requisite to the teleological demands of his scheme of 
evolution. 

Marxian materialism, proclaimed Engels, “‘is destined to do for 
history what Darwin’s theory has done for biology.’ And Marx 
himself “greeted Darwin’s theory of evolution as a ‘support from 
natural science.’ It is not strange that Marx and Engels, pre- 
occupied with the arduous labors of propagating heterodox ideas 
in a hostile intellectual environment, overlooked the stark differ- 
ences between their own preconceptions and those of Darwin. Ex- 
cept for superficial resemblances in terminology, there is hardly 
any connection between class conflict and Darwin’s principles of 
“struggle for existence” and “natural selection.” For when the 
dialectics of historical movement is made to proceed in terms of 
Darwin’s biological principles it is impossible to predict the char- 
acter and form of social change. On the basis of Darwinism change 
would occur as chance variations, unpredictable phenomena, 
highly uncertain in outcome, and tending to no predetermined 
goal. Moreover, the effect of Darwin’s theory upon psychology 
we now know invalidates Marx’s assumption respecting the re- 
sponse of the individual to the material or economic environment. 
Thus Veblen, who developed his theory of economic evolution 
from Darwinian principles, makes the following criticism of the 
theory of human behavior on which class struggle is based. He 
states: 


Under the Darwinian norm it must be held that men’s reasoning is largely 
controlled by other than logical, intellectual forces; that the conclusion 


% Jbid., p. 32. & Jbid., p. 34. 

62 See Engels’ introduction to the Communist Manifesto. 

& Max Eastman, “Marx and Lenin,” The Science of Revolution (New York, 1927), 
. 67. 
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reached by public or class opinion is as much, or more, a matter of sentiment 
than of logical inference; and that the sentiment which animates men, singly 
or collectively, is as much, or more, an outcome of habit and native pro- 
pensity as of calculated material interest. There is, for instance, no warrant 
in the Darwinian scheme of things for asserting a priori that the class interest 
of the working class will bring them to take a stand against the propertied 
class. It may as well be that their training in subservience to their employers 
will bring them again to realise the equity and excel! .ce of the established 
system of subjection and unequal distribution of wealth It is quite 
impossible on Darwinian ground to foretell whether the “proletariat” will 
go on to establish the socialistic revolution or turn aside again, and sink their 
force in the broad sands of patriotism. 


It is evident that Veblen’s assumptions concerning the psychol- 
ogy of human nature are different from Marx’s.® There is, how- 
ever, some agreement between them respecting the weight of ma- 
terial or economic conditions as factors of change. According to 
Veblen: 


The material conditions of industry, trade and daily life during the period 
of transition and approach to this modern ground created that frame of 
mind which we call the modern point of view and dictated that reconstruc- 
tion of institutional arrangements which has been worked out under its 


guidance. Therefore the economic situation which so underlay and con- 
ditioned this modern point of view at the period when it was given its stable 
form becomes the necessary point of departure for any argument bearing on 
the changes that have been going forward since then, or on any prospective 
reconstruction that may be due to follow from these changed conditions in 
the calculable future.” 


Like Marx he would also argue that changes in the economic con- 
ditions carry with them changes in the behavior pattern. 


Any large and persistent change in the material conditions—such, e.g., as 
has been taking effect in the scale and methods of industry during the past 
one hundred years—will necessarily be followed in due course by more or 
less pronounced changes in the established order of human relations and 


% The Place of Science, pp. 441-42. 

*s The class struggle is worked out by Marx with the aid of implicit rational psy- 
chological assumptions. Yet his criticism of Bentham’s principle of utility and like- 
wise of the materialism of Feuerbach are very suggestive of the much later objec- 
tive types of psychology. See “Marx on Feuerbach” in Frederick Engels, Feuerbach, 
The Roots of Socialist Philosophy (Kerr edition, Chicago, 1903), p. 129. Also Marx, 
Capital, I, 668, n. 2; and Eastman, of. cit., pp. 220-22. 

“ The Vested Interests, p. 26. 
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principles of conduct; but it need not follow that the resulting changes in 
law and morals will be of such a nature as to enhance the facility of life under 
the new order of material conditions which has induced these changes.” 


But while Veblen accepts material conditions as the driving force 
in his scheme of evolution he makes these conditions and likewise 
human nature follow Darwinian principles rather than Hegelian 
logic. In addition to Darwin’s principles of “struggle for exist- 
ence”’ and “‘natural selection,” he also makes use of the Mendelian 
law of inheritance, and the mutation theory of deVries. By con- 
structing his theory of economic evolution in the framework of 
Darwinism, or neo-Darwinism when the theories of deVries and 
Mendel are included, Veblen makes institutional change a process 
of discontinuous variations in habituation and in material condi- 
tions. 

rhe growth of culture is a cumulative sequence of habituation, and the 
ways and means of it are habitual response of human nature to exigencies 
that vary incontinently, cumulatively, but with something of a consistent 
sequence in the cumulative variations that so go forward,—incontinently, be- 
cause each new move creates a new situation which induces a further new 
variation in the habitual manner of response; cumulatively, because each 
new situation is a variation of what has gone before it and embodies as causal 
factors all that has been effected by what went before; consistently, because 
the underlying traits of human nature (propensities, aptitudes, and what 
not) by force of which the response takes place, and on the ground of which 
the habituation takes effect, remain substantially unchanged.* 


Even though he accepts material factors as driving forces, he 
can make no prediction that they will necessarily bring about a 
better scheme of social relations.” Nor can he predict the form 
these changes are destined to take or their effect upon human na- 
ture. He could not do so and remain consistent with his Dar- 
winian premises. On the basis of these premises he maintains that 
changes in economic conditions come in as innovations, or as the 


% Absentee Ownership, p. 18. ® The Place of Science, pp. 241-42. 


% This aloof objectivity is not maintained with any great degree of consistency. 
For example, in his criticism of the inefficiency of business enterprise, he implies 
that capitalism is to be supplanted by a more serviceable and more efficient, there- 
fore more desirable(?) type of economic organization. See The Theory of Business 
Enterprise, especially chaps. viii and ix; and The Engineers and the Price System, 
chaps. i, ii, and vi. 
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results of borrowings and the diffusion of culture. Maintaining 
that economic changes are chance phenomena, that is, that they 
proceed mutationally” rather than dialectically, and that human 
nature responds to them in terms of native propensity and habit, 
Veblen denies that a revision of the code of conduct follows imme- 
diately Or soon after the impact of economic changes. “Institu- 
tions,” he says, “by no means change with the alacrity which the 
sole efficiency of a reasoned class interest would require.’ Ac- 
cordingly, in an advanced culture there is always going on a pro- 
gressive displacement of old institutions, their corresponding hab- 
its, and systems of knowledge and beliefs by new ones. But new 
institutions do not immediately displace old ones. The old institu- 
tions tend to lag in a more or less decadent state. Consequently 
change is the resultant of a drawn-out contest between old and 
new institutions, or social habits, as the prevailing way of life in 
the community. 

The situation of today shapes institutions of tomorrow through a selec- 
tive, coercive process, by acting upon men’s habitual view of things, and so 
altering or fortifying a point of view or a mental attitude handed down from 
the past. The institutions—that is to say the habits of thought— under the 
guidance of which men live are in this way received from an earlier time; 
more or less remotely earlier, but in any event they have been elaborated in 
and received from the past. Institutions are products of the past process, are 
adapted to past circumstances, and are therefore never in full accord with 
the requirements of the present. In the nature of the case, this process of 
selective adaptation can never catch up with the progressively changing 
situation in which the community finds itself at any given time; for the en- 
vironment, the situation, the exigencies of life which enforce the adaptation 
and exercise the selection, change from day to day; and each successive situa- 
tion of the community in its turn tends to obsolescence as soon as it has been 
established.” 

» “The mutation theories,” he stated, “of course, have immediately to do with 
the facts of biological derivation alone, but when the facts are reviewed in the light 
of these theories it will be found that questions of cultural origins and relationship 
are necessarily drawn into the inquiry.” The Place of Science, p. 458. Accordingly 
the appearance of private property making for the “supercession of free work- 
manship by a pecuniary control of industry” was the “most universal and most 
radical mutation which human culture has undergone in its advance from savagery 
to civilisation.” The Instinct of Workmanship, p. 147. 

™ The Place of Science, p. 314. 

™ The Theory of the Leisure Class, pp. 190-91. 











60 ABRAM L. HARRIS 


Before inquiring into the interaction between variations in hu- 
man nature and in material conditions as viewed by Veblen, an 
examination should be made of his conception of human nature. 
In a previous quotation he stated that human nature “remains 
substantially unchanged.” This seems to conflict with another 
statement of his that “the human material of society itself varies 
with changing conditions of life.’’”? The contradiction arises from 
the fact that at one time he views human nature as a chang- 
ing phenomenon, and at another, as a stable one. It is reconciled, 
however, in his explanation of the composition of human nature. 
Human nature or the “spiritual nature of man” is made up of a 
“complement of instinctive dispositions” which include “native 
propensity and its appropriate sentiment.’’* These instinctive 
dispositions Veblen enumerates as follows: the sense of workman- 
ship (instinct of workmanship), the parental bent, the self-regard- 
ing feeling, the pugnacious disposition, and instinctive or idle 
curiosity.’> Since these native propensities are the “irreducible 
elements of human nature” arising from “‘quasi-tropismatic or 
physiological nature’ they as well as the physiological traits are 
inherited.” But the co-ordination of these inherited traits is dif- 
ferent as between racial stocks; and the permutation and com- 
bination of them vary as between individuals of the same racial 
stock. We can therefore say that Veblen conceives human nature 
to be stable or unchanging because, (1) the nature or purposive 
ends of native proclivities do not change; (2) the native traits are 
transmitted according to Mendelian inheritance; and, (3) because 
each racial type has its own relatively fixed endowment of in- 
stincts.” On the other hand, human nature becomes a mutating 


3 Ibid., p. 213. 

™ The Instinct of Workmanship, p. 14. 

78 Ibid., pp. 24, 25, 26, 27, 33, 34, 35, 86, 89, and 90. Veblen’s criticism of the in- 
stinct concept should be noted. He says that although instinct is shifty and lacks 
precision for exhaustive psychological analysis, it can be used in the analysis of insti- 
tutions. Jbid., pp. 1-2. 

% Tbid., p. 3. 7 Ibid., p. 13. 

% “Tt is perhaps as needless to insist on this spiritual difference between the various 
racial stocks as it would be difficult to determine the specific differences that are 
known to exist, or to exhibit them convincingly in detail. To some such ground 
much of the distinctive character of different peoples is no doubt to be assigned, 
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or provisionally unstable phenomenon whenever pure racial types 
are crossed. A pure racial stock approaches uniformity in both its 
physical and its spiritual or instinctive characteristics,” whereas a 
hybrid stock shows extreme diversity in these respects. 

The countries which best typify hybridization and which, at the 
same time, have carried materia] development and individual suc- 
cess based upon it to their highest pitch are England, United 
States, France, Germany, Denmark, and Holland.” The hybrid 
populations of these countries are composed of three ethnic types, 
the dolichocephalic-blond, the brachycephalic-brunette, and the 
Mediterranean. These three racial types are placed by Veblen 
into two categories, the predatory and the ante-predatory, “the 
dolicho-blond type showing more of the characteristics of the 
predatory temperament—or at least more of the violent disposi- 
tion—than the brachycephalic-brunette type, and especially more 
than the Mediterranean.”** Since within each ethnic type there is 
a predatory and an ante-predatory variant, it is probable, says 
Veblen that “‘the effective temperament of modern communities is 
not altogether due to a selection between stable ethnic types. It 
seems to be to some appreciable extent a selection between the 
predatory and the peaceable (ante-predatory) variants of the sev- 
eral types.’ This difference in the character of the two variants 
is traceable to a difference in range of instincts and their co-ordi- 
nation. In the ante-predatory variant, the self-regarding and pug- 
nacious instincts are weak in comparison with the parental bent. 
To the parental bent is traceable the “bias for serviceability and 
against waste.”’ This bias “falls in directly with the promptings of 
the instinct of workmanship, so tk: these two instinctive predis- 
positions will re-enforce one another in conducing to an imperson- 
ally economical use of materials and resources as well as to the 
though much also may as well be traceable to local peculiarities of environment and 
of institutional circumstances. Something of the kind, a specific difference in the 
genius of the people, is by common consent assigned, for instance, in explanation of 


the pervasive difference in technology and workmanship between the Western cul- 
ture and the Far East.” Jbid., p. 111. Also Imperial Germany, p. 2. 

” The Instinct of Workmanship, pp. 14-15. 

% Imperial Germany, p. 6. Also Instinct of Workmanship, pp. 15-16. 

% The Theory of the Leisure Class, p. 217. 82 Tbid. 
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ful’ use of workmanlike capacities, and to an endless taking of 
pains.’’*’ The motives of this type being non-emulative and non- 
invidious will under the stress of the “struggle for existence’’ be- 
come crystallized into habits connected with the non-competitive 
productive (industrial) side of economic activity. On the other 
hand, the predatory type is pugnacious and self-regarding. Al- 
though the sense of workmanship and the parental instinct are 
also present in this type they are overridden by the other two. 
The habits to whose formation this type of native endowment 
conduces are individual thrift, acquisitiveness, and competitive 
emulation. In brief, the predatory variant of human nature is 
the basis of invidious or self-regarding and pecuniary habits. 
These two types of aptitudes or propensities and their correspond- 
ing sentiments and habits are the spiritual inheritance of the hy- 
brid peoples of the Western world. Because they are hybricis, 
these peoples possess an extreme diversity of temperament and 
tend in their breeding to revert to one of the two variants of hu- 
man nature. This variability has important institutional bear- 
ings. On the one hand, 

....@ larger, fuller, more varied and more broadly balanced scheme of 
culture will, under tolerable circumstances, be found among such a people 
than in a community made up of individuals that breed true with a close 
approximation to a single specific type. 


but on the other, 

....a hybrid population will, of course, also have the faults of its quali- 
ties. The divergence of temperament and proclivities will be as wide as that 
of its capacities and aptitudes; and the unrest that works out in a multiform 
ramification of achievements on the one side is likely to work out also in a 
profuse output of irritation and dissentient opinions, ideals and aspirations 
on the other side. For good or ill, such has been the congenital make-up of 
the Western peoples, and such, it may be called to mind, has also been the 
history of Western civilisation.*s 


Veblen’s conception of human nature as set forth in the preced- 
ing paragraphs leads him to different conclusions from those of 
Marx respecting the interaction of human nature and material 
conditions. The conclusions may be summarized in the following 


83 The Instinct of Workmanship, p. 60. 
84 Imperial Germany, p. 9. 8s Ibid., pp. 9-10. 








ECONOMIC EVOLUTION 63 


manner in order to show the contrast they make between his in- 
stitutional mutationism and Marx’s historical materialism: 

Conclusion (1): The native endowment or peculiar nature of a given 
people determines the range and character of their habits thereby constitut- 
ing the spiritual complex out of which their institutions are developed. But 
this native genius will thus express itself only under appropriate material 
and economic conditions; and 

Conclusion (2): Where human nature possesses a high degree of variabil- 
ity resulting from crossing, the institutional scheme is apt to be more varied 
and complex because the response to changing economic circumstance is 
more ready than where the racial stock breeds true to a given type. There- 
fore under the pressure of economic vicissitudes, a population that is rela- 
tively unstable may give rise to one or several divergent institutional 
growths. These divergent institutional growths may in time become ac- 
commodated to each other or one of them may succeed in displacing or sub- 
ordinating the others. 


From the first conclusion it follows that the development of 
such habits, and therefore institutions, as a given native psycho- 
logical equipment will afford, will appear only under the stress of 
economic or material circumstances. The process whereby these 
traits are crystallized into habits is one of Darwinian selection. In 
the “struggle for existence” the individuals possessing the neces- 
sary traits for survival in the given physica] and economic en- 
vironment will survive but those devoid of these traits will be 
weeded out. Thus the ethnic types out of which the hybrid peo- 
ples of Western civilization arose survived because they were 
adaptable to the physica] and economic environment in which 
they found themselves. The emergence of these mutant types 
Veblen attributes to some physiological strain induced in the 
parent stock by changes in its physical environment and indus- 
trial organization.** These two sets of material conditions, espe- 
cially those in the industrial arts, exercised both a selective and dis- 
ciplinary influence upon the types falling within their scope. How 
the industrial changes came to exercise this influence Veblen dem- 
onstrates in his account of the emergence of the blond mutant. 

The economic organisation which existed about the time the 
blond type emerged is described by him as the “savage state of the 


% The Place of Science, p. 477. 
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industrial arts,” a technology of primitive husbandry of domesti- 
cated animals and crop plants but one in which the mechanic arts 
were only moderately advanced. It was a peaceful (ante-preda- 
tory) culture dominated by considerations of collective welfare. 
As the blond was essentially more ferocious than either of the two 
other types that had become adapted to the primitive technology 
it would be expected that he would be something of a “disturber 
of the peace.” Something of the kind did occur as is revealed in 
the sagas of the North Sea peoples.” Although prone to piracy 
and marauding™ the blond stock never established a full blown 
“predatory” culture such as was developed by the ‘Semitic in- 
vaders in the East” ;* first, because it was a more or Jess peaceable 
variant of the predatory type of human nature; and, second, be- 
cause predaceous propensities are best crystallized into habits 
under a pastoral (patriarchal) technology. The peculiar topogra- 
phy of Europe, “small-scale and broken’ would not admit of this 
type of economic organization.” Consequently the predatory dis- 
positions of the blond took the form of “‘fraud’”’ and “‘emulous rival- 
ry.” These traits found their natural expression in habits of acqui- 
sition and ownership, the psychological basis of the pecuniary cul- 
ture. With the appearance therefore of the dolicho-blond the “sav- 
age state of industrial arts” was subjected to a pecuniary control 
the social implications of which were outlined in an earlier part of 
this essay. But the blond, being of a mechanical turn of mind, 
would find the mechanic arts as much of an outlet for his instinctive 
endowment as the institution of ownership. As a result, not only 
was the primitive technology subordinated to a pecuniary control 
with the appearance of the blond, but its mechanical character was 
elaborated and extended. But once the institution of ownership 
was established, causing industry to undergo pecuniary control and 
guidance, the economic basis was laid for a whole series of non- 
industrial or leisure-class occupations. These occupations tended 
to perpetuate predatory habits, the individuals highly endowed 
with the corresponding invidious or self-regarding traits being se- 


87 See Veblen, Laxdoela Saga (New York, 1925). 
8 The Place of Science, pp. 498-99. 
% The Instinct of Workmanship, p. 202. ® Ibid., p. 213. 
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lected for employment in them. On the contrary, the industrial 
occupations furthered ante-predatory habits tending therefore to 
attract those individuals characterized by the corresponding in- 
stinctive endowment. In this way these two strains of human na- 
ture, the ante-predatory and the quasi-predatory, were selected 
and perpetuated in the biological and psychological inheritance of 
the hybrid peoples of Western civilization. Since the two modes of 
economic activity, the pecuniary and the industrial, whereby 
these racial stocks and their natural endowment were perpetu- 
ated, still exist in the economic life of these modern peoples, Veb- 
len would argue that their ancient selective and disciplinary effect 
is the same as it was in the distant past. The result of this is that 
in the modern community human nature has } zen preserved along 
one of the two lines of racial inheritance.” 

From our second conclusion summarized above it appears that 
the variability of human nature gives rise to a complex institu- 
tional structure in which mutations may at any time be large and 
ultimately disruptive of the established order. The institutional 
implications of variability are best shown in the response of Veb- 
len’s two variants of human nature to modern economic circum- 
stances. We have observed that the crossing of the dolicho-blond 
stock with the Mediterranean and the brachycephalic-brunette re- 
sulted in toning down an otherwise ruthless predaceousness. This 
cross-breeding gave rise to the two variants of human nature, the 
ante-predatory or non-invidious, and the quasi-predatory or in- 
vidious, to either of which the Western peoples may revert in their 
breeding. Under modern economic arrangements class distinc- 
tions are fashioned in terms of the spiritual make-up of the two 
variants. This comes about through the selective discipline of the 
pecuniary and the industrial occupations. Those individuals who 
are drawn into the pecuniary or non-industrial employments, usu- 
ally of a predatory temperament, const:tute a leisure “non-pro- 
ductive” class. Those who are attracted to the industrial or me- 
chanical occupations, mainly of non-invidious predilections, are 
the “productive” working class. In keeping with this division of 
classes Veblen would attribute the radicalism of the industrial 

* The Theory of the Leisure Class, p. 240. 
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classes and the conservatism of the leisure class to the discipline 
exercised by his two modes of vocational activity upon the two 
different categories of racial endowment.” 

This differentiation of classes in terms of native endowment is 
not as definitive as it first appears in the perspective of occupa- 
tional discipline. In the first place, the “selective elimination of 
pecuniary traits is an uncertain process.” Thus the predatory 
animus may crop out even among the industrial classes.* In the 
second place, there is to be found among the industrial classes 
acquired habits that are decidedly invidious or self-regarding.™ 
The outcropping of inherited invidious traits among the industrial 
or working classes Veblen accounts for by the high degree of vari- 
ability in the racial stock. But the persistence of acquired invidi- 
ous traits in the lower social stratum he attributes to the impor- 
tant fact that the social ethic is so dominated by the moral code of 
the pecuniary classes that few individuals whatever their voca- 
tional activity escape its influence. Finally, another reason why 
the differentiation of social classes according to native endowment 
is not definitive is the possibility of reversions to the ante-preda- 
tory type of human nature among the pecuniary or leisure class. 

The employments of the leisure classes in modern industry are such as to 
keep alive certain of the predatory habits and aptitudes But there is 
something to be sa’. »n the other side. Individuals so placed as to be exempt 
from strain may survive and transmit their characteristics even if they differ 
widely from the average of the species both in physique and in spiritual 
make-up. The chances for a survival and transmission of atavistic traits are 
greatest in those classes that are most sheltered from the stress of circum- 
stances. The leisure class is in some degree sheltered from the stress of the 
industrial situation, and should, therefore, afford an exceptionally great 
proportion of reversions to the peaceable or savage temperament. It should 
be possible for such aberrant or atavistic individuals to unfold their life 
activity on ante-predatory lines without suffering as prompt a repression or 
elimination as in the lower walks of life.“ 


Although leisure-class and industrial traits overlap in their insti- 
tutional manifestations, Veblen insists that there is on the average 


% The Theory of Business Enterprise, p. 354, 0. 1. 
% The Theory of the Leisure Class, p. 242. 
% Ibid., p. 242. % Ibid., p. 242. * Ibid., pp. 233-34- 
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a generic difference between the two underlying types of human 
nature and, therefore, a corresponding difference in the reaction of 
his two occupational classes to industrial conditions. According to 
him the aforementioned reversions that take place among the 
leisure class never attain the magnitude and violent intensity such 
as would bring on the destruction of the pecuniary scheme and the 
code of values based upon it. The atavistic leisure-class variant is 
satisfied with the outlet afforded him in those non-invidious pur- 
suits which are ameliorative rather than revolutionary. On the 
other hand, barring chance variations of a predatory nature, the 
invidious habits copied from the leisure class by the industrial are 
hardly strong enough to stifle the revolutionary frame of mind 
which naturally crops out among the latter under sufficiently 
provocative economic circumstances. 

Now if there is always a possibility of human nature reverting 
to one of two types of psychological endowment, as Veblen main- 
tains, it is impossible to know as Marx did that human nature will 
always respond to given economic changes in a predetermined 
way. In view of this it is impossible to know the goal of economic 
evolution. Such foreknowledge is all the more precarious if there 
is, as Veblen maintains, an interplay of different traits of endow- 
ment within the industrial and leisure classes; for one cannot be 
certain as Marx was that the former class will everywhere come to 
take a stand of revolutionary solidarity against the latter and its 
social prerogatives. Moreover, if, as Veblen contends, habituation 
takes effect only in terms of native endowment, the latter sets the 
limits of tolerance within which any given range of economic or 
material changes can be effective; therefore, the success of a revo- 
Jutionary reorganization of society depends to a large degree upon 
the racial endowment of the social group undertaking it. To use 
his words: 

.... all the while the changeless native proclivities of the race will assert 
themselves in some measure in any eventual revision of the received institu- 
tional system; and always they will stand ready eventually to break the 
ordered scheme of things into a paralytic mass of confusion if it can not be 
bent into some possible degree of congruity with the paramount native needs 
of life.” 

% The Vested Interest, p. 11. 
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The differences which we have sought to establish between Veb- 
len’s institutional mutationism and Marx’s historical materialism 
—differences in the inner mechanism of the two theories growing 
out of opposite assumptions concerning human nature and its 
interaction with material conditions—all grow out of one impor- 
tant fundamental. This is that the two explanations of economic 
evolution are constructed on the basis of different postulates, a 
consideration of which will conclude our analysis. 


Ill 
THE DARWINIAN AND HEGELIAN POSTULATES 


By reasoning from Darwinian postulates Veblen sees economic 
evolution as a “non-teleological’”’ process in which the “‘fittest”’ in- 
stitutions or “habits of thought”’ survive through “natural selec- 
tion.” It is a matter of variation in which the selective power of 
any institution or set of institutions derives from the successive 
elimination of those variations (institutional growths) that are 
harmful in the “struggle for existence.’ 

“Struggle for existence” is used by Veblen in a cultural or mora! 
sense, not in a biological one.” Had he used it in the latter sense, 
to be consistent, he would have had to view economic evolution as 
the result of competition for subsistence in the perpetuation of 
life as a physiological process. This would have led him to base 
the “survival” value of institutions upon their efficiency in ful- 
filling physicaj or natural needs. Such an explanation is admittedly 
crude and naive. For life as we know it is a “struggle for exist- 
ence’”’ only in a highly artificial sense. The strivings which make 
up by far the larger part of life are not biological or physiological 
but cultural and aesthetic. This Veblen recognized and, there- 
fore, limited the application of “struggle for existence’’ in the bio- 
logical sense to the lower forms of culture, and even there with 
considerable modification.’*” When he comes to a consideration of 
institutional change and growth on the higher cultural levels; 
where advanced technology and accumulated wealth have de- 
veloped, his Darwinian postulates serve him merely for the pur- 

% The Theory of the Leisure Class, p. 188. 

%” Ibid., pp. 24-25. 1% Ibid., p. 26. Also pp. 28-29. 
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pose of analogous reasoning. Thus in modern industrial society 
“struggle for existence” is mainly a struggle for “economic re- 
spectability.”’ 

If, as is sometimes assumed, the incentive to accumulation were the want 

of subsistence or of physical comfort, then the aggregate economic wants of 
a community might conceivably be satisfied at some point in the advance of 
industrial efficiency; but since the struggle is substantially a race for rep- 
utability on the basis of an invidious comparison, no approach to a defini- 
tive attainment is possible." . . .. Under modern conditions the struggle for 
existence has, in a very appreciable degree, been transformed into a struggle 
to keep up appearances.” 
And as a struggle for “economic respectability” the modern 
“struggle for existence” is only remotely related to material or 
physical well-being. It revolves about certain intangible values to 
which individuals become accustomed as their “standard of liv- 
ing.” 

After making proper allowance for individual exceptions and for the ac- 
tion of prudential restraints, it may be said, in a general way, that this 
emulation in expenditure stands ever ready to absorb any margin of income 
that remains after the ordinary physical wants and comforts have been pro- 
vided for, and, further, that it presently becomes as hard to give up that 


part of one’s habitual “standard of living’”’ which is due to the struggle for 
respectability, as it is to give up many physical comforts It comes 
about through the working of this principle [emu/ation] that even the crea- 
ture comforts, which are in themselves desirable, and it may even be, requi- 
site to life on a passably satisfactory plane, acquire a value as a means of 
respectability quite independent of, and out of proportion to, their simple 
utility as a means of livelihood." 


Under Veblen’s Darwinian postulates, then, the “survival” 
value of given economic arrangements depends upon their effi- 
ciency in enabling various members of the group to maintain or to 
expand their standard of living.** The concrete measure of this 
efficiency is found in the relation of cost to serviceability. 

In any evolutionary system of economics the central question touching 
the efficiency and fitness of any given system of production is necessarily 
the question as to the excess of serviceability in the product over cost of pro- 

wt Tbid., p. 32. 12 The Place of Science, p. 399. 

™3 Ibid., pp. 394-95. (Italics mine.) Also The Theory of the Leisure Class, p. 195. 

4 The Theory of the Leisure Class, p. 194. 
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duction. It is in such an excess of serviceability over cost that the chance of 
survival lies for any system of production, in so far as the question of sur- 
vival is a question of production, and this matter comes into the speculation 
of Marx only indirectly or incidentally, and leads to nothing in his argu- 
ment.°s 

Since, however, the consumptive habits to which individuals have 
become habituated are the standard by which they measure their 
“fulness of life,” institutional change, as a conscious process, is 
brought about by those individuals whose “fulness of life” is 
jeopardized by changing economic conditions. 

Any one who is required to change his habits of life and his habitual rela- 
tions to his fellow-men will feel the discrepancy between the method of life 
required of him by the newly arisen exigencies, and the traditional scheme of 
life to which he is accustomed. It is the individuals placed in this position 
who have the liveliest incentive to reconstruct the received scheme of life 
and are most readily persuaded to accept new standards; and it is through 
the need of t= means of livelihood that men are placed in such a position." 


Althor. -h “fulness of life,’ which Veblen thus makes the con- 
scious end of human beings in the “struggle for existence,” never 
appears as an explicit feature of Marx’s class struggle, it does 
seem to underlie the class struggle, implicitly.” But since, as 
we shal] show, the class struggle is patterned after the dialectics 
of Hegel and accordingly possesses Hegelian characteristics, “‘ful- 
ness of life’ so far as it comes into the Marxian theory of evolu- 
tion is a highly metaphysical conception. 

In the Hegelian system proper “the struggle which constitutes 
the method of movement or evolution is... . the struggle of 
the spirit for self-realisation by the process of the well-known 
three-phase dialectic.’’*°* The Marxian movement like the Hege- 
lian is the unfolding of an inner necessity. Whereas Reality in the 
Hegelian scheme is Spirit (Idea), in the Marxian it is the sub- 
limated material life of man, or /abor in the abstract. Labor as 
metaphysical substance is the Marxian absolute in terms of which 
meaning or value is ascribed to economic arrangements. It is im- 

™s The Place of Science, p. 444. %6 The Theory of the Leisure Class, p. 195- 


7 See, for example, Aus dem literarischen Nachlass von Karl Marx and Friedrich 
Engels (edited by Franz Mehring, Berlin, 1923), II, 132. 


18 The Place of Science, pp. 414-15. 
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measurable and without value, since “there exists no such thing 
as the value of labor in the common acceptance of the word.” 


Labour is the substance, and the immanent measure of value, but Aas 
itself no value... .. In the expression “‘value of labour,” the idea of value 
is not only completely obliterated, but actually reversed. It is an expression 
as imaginary as the value of the earth.™ 


As a value-creating substance which is itself without value, labor 
is abstract homogeneous productive activity™ of man, or his cre- 
ative effort which is unfolded as he opposes himself to nature."™ 
In other words “labor”’ is a process the genetic unfolding of which 
is expressed in the material products whereby life is sustained. 
These products are means of production, on the one hand, and 
means of subsistence on the other. Both the means of production 
and the means of subsistence are but the phenomenal expressions 
of labor, varying with each historical epoch while labor is itself 
constant. Labor “is a necessary condition,” says Marx, “inde- 
pendent of all forms of society, for the existence of the human 
race; it is an eternal, nature-imposed necessity, without which 
there can be no material exchanges between man and Nature, and 
therefore no life.’*** Although the class struggle does revolve 
around the material means of life (means of production and means 
of subsistence), the latter cannot be said to determine class strug- 
gle in any absolute sense. They are the phenomenal forms taken 
by abstract and non-valuable labor. In the absolute sense class 
struggle should be understood as the struggle of labor, the “prin- 
ciple of life,” for self-realization. In seeking, therefore, to possess 
the means of production, the proletariat as the expression of labor 
in the real world is moved not so much by the desire to enhance its 


~™ Capital, I, 588. 

10 “Productive activity,” Marx explains, “if we leave out of sight its special 
form, viz., the useful character of the labour, is nothing but the expenditure of human 
labour-power. Tailoring and weaving, though qualitatively different productive 
activities, are each a productive expenditure of human brains, nerves, and muscles, 
and in this sense are human labour. They are but two different modes of expending 
human labour-power. Of course, this labour-power, which remains the same under all 
its modifications, must have attained a certain pitch of development before it can be ex- 
pended in a multiplicity of modes.” Ibid., p. 51. (Italics mine.) 


= Tbid., p. 197. 1 Tbid., p. 50. 





72 ABRAM’L. HARRIS 


material welfare as to establish the moral] and political authority 
of labor. The proletariat comes to see the class struggle as a con- 
test for social power and political supremacy." 

This interpretation of class struggle runs counter to the ortho- 
dox conception of it. According to the latter, used as a matter of 
fact by Veblen in one of his criticisms of Marx, the proletariat 
seeks to gain possession of the means of production merely to af- 
fect the distribution of income. Inasmuch as income is under- 
stood in terms of the valuation of goods as units of subsistence, 
class struggle is resolved into a struggle for the physical needs of 
life. It would be foolish of us to attempt to deny the emphasis 
which Marx placed upon the “physical exploitation” of labor in 
his “theory of increasing misery.”’ But we think it can be shown 
that Marx’s main purpose in developing this theory was not to re- 
veal the increasing material discomfort of labor in a capitalist 
economy, but its declining “social satisfactions” and its moral and 
political subordination. 

In his theory of wages, Marx bases the proletariat’s income on 
the ‘“‘cost of the laborer’s subsistence and propagation.’”** The 
critics of Marx’s theory of increasing misery have usually over- 
looked the fact that his subsistence wages have two levels. One of 
these levels is “physical” and the other is “moral” or “historical.” 
Marx states: 


If the owner of labour-power works to-day, to-morrow he must again be 
able to repeat the same process in the same conditions as regards health and 
strength. His means of subsistence must therefore be sufficient to maintain 
him in his normal state as a labouring individual. His natural wants, such 
as food, clothing, fuel, and housing, vary according to the climatic and other 
physical conditions of his country. On the other hand, the number and 


"3 The class struggle between the bourgeoisie and the feudal lords was as much a 
struggle for “social power and prerogatives” as for economic (material) dominance. 
‘The industrial capitalists,” says Marx, ‘‘these new potentates, had on their part 
not only to displace the guild masters of handicrafts, but also the feudal lords, the 
possessors of the sources of wealth. In this respect their conquest of social power 
appears as the fruit of a victorious strieggle both against feudal lordship and its revolting 
prerogatives, and against the guilds and the fetters they laid on the free development 
of production and the free exploitation of man by man.” Jbid., pp. 786-87. (Italics 
mine.) 

"4 Marx, “‘Wage-Labor and Capital,” in Lee, op. cit., p. 92. 





ECONOMIC EVOLUTION 73 


extent of his so-called necessary wants, as also the modes of satisfying them, 
are themselves the product of historical development, and depend therefore 
to a great extent on the degree of civilisation of a country, more particularly 
on the conditions under which, and consequently on the habits and the de- 
gree of comfort in which, the class of free labourers has been formed. In 
contradistinction therefore to the case of other commodities, there enters into 
the determination of the value of labour-power a historical and moral ele- 
ment.™5 

While according to Marx the natural tendency of capitalism is to 
drive wages to the level of “physical” subsistence, the aim of the 
workers, organized in political parties and trade unions, is to resist 
this downward trend and to achieve the cultural and social ad- 
vantages that come with higher wages. The extent to which the 
workers’ pressure for higher wages can be realized is seriously 
limited under capitalism, Marx contends. These limitations re- 
veal to the proletariat capitalism’s inability fully to satisfy the 
higher wants of the laboring masses and confirm its belief in the 
practical necessity of revolution. 

But if, as Marx seems to admit, the proletariat can obtain 
something more than physica] subsistence under capitalism how 
can he deny the possibility of the proletariat improving its mate- 
rial position under capitalism? He does not deny this possibility. 
For example, he admits that money wages, or the more important 
real wages might rise, thereby bettering the proletariat’s physical 
well-being. Yet he does insist that the relative wages must in- 
evitably decline, or at any rate, relative wages can only increase 
at the expense of profits. Marx explains this depreciation and ap- 
preciation of wages on the three following levels: 

(1) The real wage expresses the price of labor in relation to the price of 
other commodities; the relative wage, on the contrary, expresses the pro- 
portionate share which living labor gets of the new values created by it as com- 
pared to that which is appropriated by stored-up labor or capital. 

(2) .... Real wages may remain the same, or they may even rise, and 
yet relative wages may none the less have fallen.” 

(3) Relative wages may decline, although the real wages rise together 
with nominal wages, or the money price of labor; if only it does not rise in 
the same proportion as profit. For instance, if when trade is good, wages 

8 Capital, I, 190. Also “Value, Price, and Profit,” in Lee, op. cit., p. 164. 

116 Lee, op. cit., p. 100. "7 [bid., p. 101. 
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rise five per cent., and profits on the other hand thirty per cent., then the 
proportional or relative wage has not increased but declined." 

We are not concerned here with the statistical accuracy of 
Marx’s theory of distribution but rather with the bearing of this 
theory upon the conception of wants underlying his theories of 
increasing misery and class struggle. In brief we are not inter- 
ested in whether history has confirmed Marx’s prediction of an 
inevitable decline in the relative wages of the proletariat. What 
concerns us is whether he saw in this decline something besides the 
progressive worsening of proletarian physical well-being. This 
relative decline, it should be observed, is recognized by Marx as a 
cultural or social implication of a capitalistic economy. 

A notable advance in the amount paid as wages presupposes a rapid in- 

crease of productive capital. The rapid increase of productive capital calls 
forth just as rapid an increase in wealth, luxury, social wants, and social com- 
forts. Therefore, although the comforts of the laborer have risen, the social 
satisfaction which they give has fallen in comparison with these augmented 
comforts of the capitalist, which are unattainable for the laborer, and in 
comparison with the scale of general development society has reached. Our 
wants and their satisfaction have their origin in society; we therefore measure 
them in their relation to society, and not in relation to the objects which 
satisfy them. Since their nature is social, it is therefore relative."” 
If, as Marx contends, the decline in relative wages gauges the 
growing disparity between the “social satisfaction” of the prole- 
tariat as over against that of the capitalists, relative wages must 
be taken to measure something other than the progressive physi- 
cal misery of the proletariat. In consequence class struggle is to be 
approached from a different standpoint from that of physical or 
material necessities. This different standpoint, we repeat, is the 
moral or ethical significance of labor to be further observed in 
Marx’s consideration of nominal and real wages. 

He maintains that while nominal or money wages may increase 
with a corresponding improvement in the proletariat’s material 
circumstances, they can do so only on one condition, the rapid 
accumulation of capital. He states: 

When capital is increasing fast, wages may rise, but the profit of capital will 
rise much faster. The material position of the laborer has improved, but it is 


"8 Ibid., p. 103. "9 Ibid., p. 98. 
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at the expense of his social position. The social gulf which separates him from 
the capitalist has widened. Finally, the meaning of the most favorable condi- 
tion of wage-labor—that is, the quickest possible increase of productive capital 
—is merely this: The faster the working classes enlarge and extend the hostile 
power that dominates over them, the better will be the conditions under 
which they will be allowed to labor for the further increase of bourgeois 
wealth and for the wider extension of the power of capital, and thus con- 
tentedly to forge for themselves the golden chains by which the bourgeoisie 
drags them in its train.” 


In other words, an increasing accumulation of capital, although 
inevitably accompanied by a decline in relative wages, does not 
necessarily produce a corresponding decline in money or real 
wages. Thus, while the increasing accumulation of capital cannot 
be said to condemn the proletariat to abject physical misery, it 
does enforce a bondage which is just as degrading as poverty. 
Capital originates in the “labour process” only as means of pro- 
duction and subsistence, but under the institution of private 
property it becomes the means of divorcing labor from its prod- 
ucts and expropriating it from the means of production. The pro- 
gressive accumulation of capital and its concentration in private 
hands therefore increases the dependence of the proletariat upon 
ownership; subordinates labor to its own products; and increases 
- the “power of stored-up labor over living labor.’ This subor- 
dination of labor in material production is reflected ideologically, 
that is, reflected in the realm of politics, law, morals, and ethics. 
For since it is the ownership of the products of labor that deter- 
mines political power and social esteem, the accumulation of cap- 
ital deprives labor of social power and degrades it in the eyes of 
those who perform it, as well as in the eyes of those who buy it. 
Whatever the material comforts of the proletariat may be in a 
capitalist economy, the subordination of Jabor to the moral and 
political prerogatives of ownership increases with the accumula- 
tion of capital, which means the “increase of dominion of the 
bourgeoisie over the laboring class.’"*” 


. ... Within the capitalist system all methods for raising the social pro- 
ductiveness of labour are brought about at the cost of the individual le 


1” Ibid., pp. 103-4. 1 Ibid., p. 97. 1 Ibid. 





76 ABRAM L. HARRIS 


bourer; all means for the development of production transform themselves 
into means of domination over, and exploitation of, the producers; they muti- 
late the labourer into a fragment of a man, degrade him to the level of an 
appendage of a machine, destroy every remnant of charm in his work and 
turn it into a hated toil; they estrange from him the intellectual potentiali- 
ties of the labour-process in the same proportion as science is incorporated 
in it as an independent power; they distort the conditions under which he 
works, subject him during the labour-process to a despotism the more hate- 
ful for its meanness It follows therefore that in proportion as capital 
accumulates, the lot of the labourer, be his payment high or low, must grow 
worse."3 

The conclusion seems inescapable that the progressive degrada- 
tion of proletarian status upon which Marx persistently focuses 
attention is nothing less than the “subordination of labor to the 
capitalist mode of production.”*** And since the “life-process of 
society”’ is maintained only through the expenditure of labor, the 
subordination of labor to the process of production is the degra- 
dation of life itself. Hence, in final analysis, class struggle is the 
attempt of labor to emancipate itself from moral and political sub- 
jection which the private ownership of its products makes possible 
thereby exalting itself to a position of social power consonant with 
its historical and metaphysical function. 

This finally brings us to the relationship between “class strug- 
gle” and “struggle for existence.”” Underlying each of these con- 
cepts is the idea that the “survival” value of economic arrange- 
ments resides in their efficiency in preserving the life of various 
members of the group. Life is not understood in either instance 
merely in the sense of a biological or physiological datum, al- 
though Marx develops it metaphysically and Veblen attempts to 
explain it empirically. As has been previously stated, Marx, in 
reasoning from Hegelian premises, made the class struggle revolve 
about abstract labor or the material life of man as the absolute 


13 Capital, I, 708-9. 

14 “‘Fanatically bent on making value expand itself, he (the capitalist) ruthlessly 
forces the human race to produce for production’s sake; he thus forces the develop- 
ment of the productive powers of society, and creates those material conditions» 
which alone can form the real basis of a higher form of society, a society in which 
the full and free development of every individual forms the ruling principle.’ Jbid., 
p. 649. (Italics mine.) 
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which the historical process tends to realize. Metaphysically, la- 
bor is co-equal with life.5 In this Marxian scheme of evolution, 
“fulness of life” will be achieved when labor is no longer “a means 
of life,” whose utility is measured by its cost of production (sub- 
sistence wages), but is taken to be what it is, the co-equal of life. 
This co-equality the historical process seeks to realize. The meth- 
od of realization is the dialectics of class struggle. The consumma- 
tion is communism. But Veblen finds, on the basis of Darwinian 
postulates, that the “life” of man in society unfolds itself largely 
as “habit.” For him there can therefore be no invariant or abso- 
lute principle on which “fulness of life” can be decided prior to 
experience. ‘“‘Fulness of life” is simply what men are constrained 
by “habit” to believe life ought to be. And what life ought to be is 
decided by the consumptive habits or the accustomed standard of 
living of various members of the group. Although Veblen adopts 
no absolute standard of “‘fulness of life,” the concept involves him 
in a glaring inconsistency which is not found in Marx whatever 
other illogicalities the latter may be accused of. 

To base “fulness of Jife’’ upon standard of living as Veblen does 
is after all to base it upon “income,” whether we measure income 
in physical or value units. But if, as we noted above, the con- 
scious end of human beings in the “struggle for existence”’ is “‘ful- 
ness of life,” and if “fulness of life” is estimated by income, as it 
must to make economic sense, Veblen’s “struggle for existence” 
stripped of verbiage is nothing more than a struggle for income. 
Now if the “struggle for existence’’ is a struggle for income, the 
driving force in Veblen’s theory of change must be the distribution 
of income rather than occupational disciplines. This contradic- 
tion is best seen in his ideas on the decline of capitalism. 

He attributed this decline to the conflicting occupational habits 
of the technicians, engineers, and industrial workers, on the one 
side, and the business, financial, or non-industrial classes on the 
other. Habituated to workmanship, the technical classes become 
impatient of the “systematic retardation and derangement of pro- 

15 “Man himself, viewed as the impersonation of labour-power, is a natural 
object, a thing, although a living conscious thing, and labour is the manifestation 
of this power residing in him.” Jbid., p. 225. 
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ductive industry” by business men whose paramount concern in 
production is private profit. Now if the technical classes come to 
dispossess the business classes of their control and ownership of 
industry as Veblen predicts and hopes, it seems that they will do 
so because the inefficiency of the industrial system under business 
management is revolting to their habits of technological efficiency. 
But surely Veblen does not think that industry is to be thus taken 
over merely for the sake of permitting engineers to give free rein 
to their efficiency. Even if the desire for efficiency per se were the 
motive whereby the technical class will be brought to act against 
the business interests, it is utterly impossible to conceive of any 
revolutionary frame of mind being kindled among the populace, 
without whose aid such a change would be improbable, with the 
shibboleth of industrial efficiency. If we can rely upon the history 
of revolutions for guidance respecting the motives to change,” it 
seems that it is only when the populace envisages inefficiency as 
impaired income or standard of living that they can be counted on 
to furnish the mass power necessary to any revolution. And it is 
to the distribution of income, not occupational discipline of the 
technical classes, that Veblen finally resorts for his incentives to 
change. Thus he states: 


Under these circumstances it seems reasonable to expect that the syste- 
matic retardation and derangement of productive industry which is entailed 
by the current business-like management will work out in a progressive 
abatement of the margin of net output of the industrial system at large; that 
this progressive abatement of the net industrial output will presently reach 
and pass the critical point of no net return—as counted in physical units of 
livelihood; and that in the calculable future the industrial system, so man- 
aged on sound business principles, will run on lines of a progressively 
“diminishing return,’’ converging to an eventual limit of tolerance in the 
way of a reduced subsistence minimum 


The mass discontent which is likely to result from this ‘“‘techno- 


logical deficit’’ he portrays as follows: 

In the long run, so soon as the privation and chronic derangement which 
follows from this application of business principles has grown unduly irk- 
some and becomes intolerable, there is due to come a sentimental revulsion 

16 See Lyford P. Edwards, The Natural History of Revolution (Chicago, 1927). 

27 Absentee Ownership, pp. 421-22. 
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and a muttering protest that “something will have to be done about it,”’ as, 
e.g., in the case which has arisen in the coal industry.™ . . . . There is al- 
ways the chance, more or less imminent, that in time, after due trial and 
error, on duly prolonged and intensified irritation, some sizable element of 
the underlying population, not intrinsically committed to absentee owner- 
ship, will forsake or forget their moral principles of business-as-usual, and 
will thereupon endeavor to take this businesslike arrangement to pieces and 
put the works together again on some other plan, for better or worse.” 


In final analysis, then, it is not conflicting habits arising from 
different occupational disciplines but income which furnishes the 
motive to change in Veblen’s theory of economic evolution. For 
while his “technological deficit” is accounted in physical rather 
than value units, it affects the economic satisfactions of the under- 
lying population in much the same way that “increasing misery” 
does the proletariat in the Marxian scheme. From this it seems 
legitimate to observe that, despite his adoption of scientific postu- 
lates, Veblen is no more successful than Marx in formulating a 
scientific and objective explanation of history—assuming, of 
course, that such an explanation is possible. Like Marx he sought 
to develop certain standards for evaluating economic practices 
under current institutions. Unlike Marx his social judgments lack 
the political passion which impels men upon the adoption of them 
to seek their realization through concerted action against the 
established order. 
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18 Thid., p. 424. ™» Ibid., p. 425. 





A RE-APPRAISAL OF COURNOT’S THEORY 
OF DUOPOLY PRICE’ 


LMOST a hundred years ago, Antoine Augustin Cournot 
gave to an unappreciative world his little volume en- 
titled Researches into the Mathematical Principles of the 

Theory of Wealth? Many of his ideas by this time have been ab- 
sorbed in the everyday thought of economics; but in spite of 
special attention in recent years,‘ it seems to the present writer 
that the strength and the weakness of one important feature of 


* The manuscript of this article has been read in more than one stage of revision 
by Professor Henry Schultz. To him the writer is indebted for many constructive 
criticisms, and references to important material which otherwise would have been 
neglected. The writer himself, however, assumes full responsibility for any errors 
which may still appear. 

2 Recherches sur les principes mathématiques de la théorie des richesses (Paris, 1838). 
English translation by N. T. Bacon, with Introduction and Notes by Irving Fisher 
(Macmillan, 1897; reprinted 1927, 1929). 

3 Cf. Alfred Marshall in the Preface to the First Edition of his Principles of Eco- 
nomics: 

“. . . . two kinds of influences have affected, more than any other, the substance 
of the views expressed in the present book; but their form has been most affected by 
mathematical conceptions of continuity, as represented in Cournot’s Frincipes 
mathématiques de la théorie des richesses. 

“Under the guidance of Cournot, . . . . I was led to attach great importance to 
the fact ....that....the demand for a thing is a continuous function” (pp. 
ix-x). 

4 Knut Wicksell, ““Mathematische Nationalékonomie,” Archiv fiir Sozialwissen- 
schaft und Sosialpolitik, LVIII, Heft 2 (1927), 252-81, especially 267-75; Joseph 
Schumpeter, “The Instability of Capitalism,” Economic Journal, XX XVIII (1928), 
361-86, particularly 369-70 n.; Harold Hotelling, “Stability of Competition,” Eco- 
nomic Journal, XXXIX (1929), 41-57; E. H. Chamberlin, “Duopoly: Value When 
Sellers Are Few,” Quarterly Journal of Economics, XLIV (1929), 81-100; Luigi 
Amoroso, “La curva statica di offerta,” Giornale degli economisti, LXX (1930), 1-26, 
especially 11-20; Erich Schneider, “Zur Theorie des mehrfachen Monopols,” Archiv 
fiir Sozialwissenschaft und Sozialpolitik, LXIII (1930), 541-46; Griffith C. Evans, 
Mathematical Introduction to Economics (McGraw-Hill, 1930), pp. 22-27; F. Zeuthen, 
Problems of Monopoly and Economic Warfare (London, 1930), pp. 24-62; Erich 
Schneider, Reine Theorie monopolistischer W irtschaftsformen (Tiibingen, 1932), espe- 
cially pp. 132-75; E. H. Chamberlin, The Theory of Monopolistic Competition (Har- 
vard University Press, 1933), pp. 30-55- 
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his work is not yet fully understood. The feature referred to is 
Cournot’s treatment’ of duopoly price, i.e., price when a few, 
particularly when wo, are selling to many. 

The long-prevailing disagreement’ on this subject is regarded in 
this article as originating in an unrecognized disagreement re- 
garding a certain “institution” of the market. (1) In some mar- 
kets, e.g., a large security or commodity exchange, prices are both 
bid and asked; the prices of actual transactions are determined 
by bargaining between buyers and sellers. (2) In other markets, 
e.g., any retail market, prices are almost always named by sellers; 
buyers scarcely ever have the opportunity to suggest alternative 
prices. In a market of this kind, buyers decide how much is to be 
purchased at any price quoted by sellers—within the limit pre- 
scribed by the total quantity sellers are willing and able to sell at 
this price; in this manner buyers have an indirect influence on the 
price, but buyers do not have a direct voice in price determina- 
tion. (3) In a third class of markets, buyers name prices. Sellers 
are left to determine—within the limit of maximum willingness 
and ability to purchase—the quantity to be sold at any particular 
price named by buyers. A North Carolina tobucco farmer, for 


example, bringing his product to market, is offered a price by a 
buyer representing one of the large tobacco companies. In most 
cases, it is useless for the farmer himself to suggest any other 
price. If he fails to receive any better offer from any other buyer, 
and is still dissatisfied with the price, his only alternative is to take 
his tobacco back to the farm. 

In a freely competitive market, any equilibrium price— 


5 Cournot, Researches, chap. vii, pp. 79-89. 

6 Cf. J. Bertrand’s review of Walras and Cournot in Journal des Savants (Septem- 
ber, 1883) pp. 499-508; F. Y. Edgeworth, Papers Relating to Political Economy 
(1925), I, 111-42; Vilfredo Pareto, “Economie mathématique,” Encyclopédie des 
sciences mathématiques (Paris-Leipzig, 1911), Tome I, Vol. IV, Fasc. 4, pp. 606-8 n.; 
Manuel d’ économie politique (Paris, 1927), pp. 595-602; F. Y. Edgeworth, “The 
Mathematical Economics of Professor Amoroso,” Economic Journal, XXXII (1922), 
400-407, particularly 402-5. 

An earlier article by Pareto, “Di un errore del Cournot nel trattare l’economiva 
politica colla matematica,” Giornale degli economisti, IV, Series 2 (1892), 1-14 is a 
criticism of Cournot’s theory of a protective tariff and related topics. Vide Re- 
searches, chap. xii. 
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whether it is a temporary equilibrium between “short-run’”’ sup- 
ply and demand, or a “normal” equilibrium between “long-run” 
supply and demand—is unaffected by the particular way in which 
prices are named. When buyers and sellers are both extremely 
numerous, and each individual buyer or seller transacts only a 
very small part of the total business, an equilibrium price is de- 
termined by the intersection of a demand curve and a supply 
curve.’ If the market price rises above this intersection, the total 
quantity offered is greater than the total quantity demanded. 
Then reductions in the price offers of sellers, or lower bidding on 
the part of buyers, or both, tend to bring the market price back 
to the intersection. If the market price falls below the intersec- 
tion, the quantity demanded is greater than the quantity offered. 
Then, higher bidding on the part of buyers, or advances in the 
price offers of sellers, or both tend to bring the price back to the 
intersection. No matter whether prices are bid or asked, or both 
bid and asked, the market price tends toward the same equilib- 
rium level in any particular case under consideration. 

In a purely monopolistic market, the particular way in which 
prices are named is likewise of comparatively little significance 
from the viewpoint of general analysis. A monopoly may either 
directly name a price, or indirectly control the bidding of buyers 
by limitation of the quantity offered to them, or both. The price 
of any particular maximum of profits for which the monopoly 
may be striving in any particular situation is theoretically the 
same, regardless of the manner in which prices are announced. 

In general analysis of the competitive dealings of two sellers 
with many buyers, it also seems at first sight a matter of slight 
consequence, whether sellers or buyers name prices® This simple 

7In graphic representation of the situation, it is assumed that quantities are 
measured along the horizontal axis, and prices along the vertical axis, as is the cus- 
tom in Great Britain and America. With very slight verbal changes, however, the 
discussion above may also apply when prices are measured along the horizontal axis, 
and quantities along the vertical axis. 

* A. L. Bowley, in analysis of the theory of bargaining between monopolies, shows 
that it makes considerable difference which monopoly names the price; and which 
the quantity to be exchanged. Vide Economic Journal, XXXVIII (1928), 651-59. 
In his brief consideration of duopoly price, however, no notice is taken of the parallel 
question. Cf. Mathematical Groundwork of Economics (Oxford, 1924), p. 38. 
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question, however, is a key to interpretation of Cournot’s theory 
of duopoly. If it is assumed that only buyers name prices, his 
theory is easy to understand. Let it be assumed that in a given 
market, the highest price (p), bid among a large group of buyers 
for any particular quantity (D) of a given commodity (say mineral 
water), conforms with the following equation: 


I 
In more familiar terms, the demand for the commodity may be 
represented as in Table I. 


TABLE I 


DEMAND SCHEDULE 
Highest 


* Units of commodity per interval of time. All 
——<« 

Suppose it is the custom of the market that only buyers shall 
bid; to sellers is left the option of determining how much shall 
be offered. Then, in order to present a simple illustration of 
Cournot’s theory, let it be assumed that there are only two 
producers, M and N, each capable of unlimited production under 
conditions of constant unit costs;? M’s costs, 20 cents per unit; 


* The special assumption of constant unit costs is not essential to Cournot’s 
theory. It falls, however, within his more general treatment. A still simpler illustra- 
tion of the theory is afforded by a situation in which there are no costs of production, 
or a situation ‘ »hich both producers operate under the same cost conditions. It is 
desired, however, to avoid any general conclusions which may rest upon too narrow 
a basis. 





84 A. J. NICHOL 


N’s, only to cents. If M and N combine, and form an absolute 
monopoly, N’s plant only will be operated. In order to make the 
greatest possible profit, M and N may be expected under these 
circumstances to offer 200,000 units, and to accept only the high- 
est price bid for this quantity, namely 50 cents. On the other 
hand, if N’s cheaper facilities are divided among a large number of 
smaller producers, 400,000 units will be offered, and the price bid 
by buyers is 1o cents, equal to the cost of production per unit. 
Suppose, however, that M and N retain their separate organiza- 
tions, and independently try to make as much money as possible 
in competition with each other. Under these conditions, the price, 
according to Cournot, gravitates to an intermediate level be- 
tween 50 cents, the pure monopoly price, and 1o cents, the price 
of unlimited competition. 

In the market under consideration, neither seller has a direct 
opportunity to name a price; or else, both refrain from so doing. 
Each seller, however, has the power to influence the bidding of 
buyers by adjustment of the quantity he offers to them. Each 
seller independently may be expected to try to exert this influence 
to his own greatest advantage; but being unable to foresee the 
quantity which his rival may offer at any time in the future, each 
seller, according to Cournot, bases his calculations at any given 
time on the quantity which his competitor is offering at that time. 
A series of adjustments may be necessary to reach an equilibrium. 
In the course of this process, neither duopolist necessarily remains 
inactive, while his rival sways the market; nor need the immediate 
results anticipated by either duopolist be actually realized at all 
times. If M and N concurrently adjust their offerings in the man- 
ner which has been described, the same ultimate result prevails 
as if alternately they make adjustments.” 

At an initial stage, M and N respectively may be supposed to 
offer any two quantities—say M, 220,000; N, 110,000 units. The 
highest price bid for the total quantity of 330,000 units, as shown 

* For illustrations of alternating adjustments, see Knut Wicksell, Archiv fir 
Sosialwissenschaft und Soszialpolitik, LVIII, Heft 2, 269-70; E. H. Chamberlin, 
Quarterly Journal of Economics, XLIV, 66-69; Monopolistic Competition, pp. 32-34; 
Luigi Amoroso, Giornale degli economisti, LXX, 12-15; F. Zeuthen, Problems of 
Monopoly, pp. 29-31. 
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by substitution in the equation of demand, or by interpolation in 
the demand schedule, is 24 cents. Neither M nor N has reason to 
view this initial price with complete satisfaction. M, assuming his 
rival’s offerings constant, may change his own to 120,000 units, 
expecting to raise the price to 44 cents, and realize a maximum 
profit. At the same lime, however, N, assuming M’s offerings con- 
stant, may change his to 90,000 units, expecting a maximum 
profit at price 28 cents. If so, the price actually bid by buyers 
for the total amount of 210,000 units, is 48 cents, a price not ex- 
pected by either of the sellers. If other similar adjustments are 


TABLE II 








Price Price 
Expected Bid by 
by N Buyers 
(Cents) (Cents) 


Quantity | Quantity 
Offered Offered 
by M by N 





220,000 | 110,000 
120,000 | 90,000 
130,000 | 140,000 
105,000 | 135,000 
107,500 | 147,500 























made, however, the price approaches more nearly to their respec- 
tive expectations. The history of a series of steps toward an 
equilibrium may be tabulated as in Table II. 

As a matter of mathematical calculation, it may seem that 
an unlimited number of delicate final adjustments are necessary 
before the final result shown in step (m) is reached. The two sell- 
ers, however, seeing this result before it is reached, may be ex- 
pected to agree tacitly to it, without passing through the last 
petty stages of adjustment. From any initial position, there are 
many possible ways of attaining the same equilibrium at price 
40 cents. When it is reached, each seller makes a maximum profit 
in view of the quantity which his rival is selling.™ 

The process of adjustment of quantities is graphically represented in the back 
of Cournot’s Researches (Figure 2). An explanation of this diagram is found on 
page 81. 
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The same solution is obtained quickly by applying Cournot’s 
formulas” to this particular problem, viz., 
(1) J(D)+D:f'(D)—o(D) =0 . 
(2) f(D) +D,f'(D)—¢(D,)=0 . 
(3) D=D,+D, ° 


The equivalent of f(D) in this particular problem has already been 


: . I , , 
given, viz. — $000 D+ 0 . In view of the assumptions of constant 


unit costs, ¢,(D,) = 20D,; ¢,(D,) = 10D,. 


Therefore, 
(4) $:(D,)=20; $:(D,)=10. 


Solving: 
(5) D,=100,000; D,=150,000. 


(6) p=40. 


Any reader not already familiar with Cournot’s theory is re- 
quested to note the distinctive features of this solution. Price 
40 cents is a stable price, but yet it is not the price toward 
which a large number of competitors tend under the same general 
conditions; indeed, Cournot’s duopoly price in this case is much 
higher. On the other hand, the price of 40 cents is lower than a 
pure monopoly price. 

Professor Chamberlin advances a new theory of duopoly in 
which it is assumed that sellers always anticipate each other’s 
actions."® His generalizations are based on a case where there are 
no costs of production. His conclusions may also apply to cases 
in which both sellers’ cost schedules are exactly the same. In 
most cases, however, the present one being a very simple example, 
all producers do not operate under the same cost conditions. For 
this reason the new theory of duopoly price may not be entirely 

% Researches, p. 85. 

3 Quarterly Journal of Economics, XLIV, 83 ff.; Monopolistic Competition, pp. 
46 ff. 
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accurate. Cournot’s theory is applicable, no matter how great the 
diversity in costs of production. It still stands, therefore, as the 
best general analysis of limited competition when only buyers name 
prices. 

The question now arises: Did Cournot intend to limit his the- 
ory of duopoly to situations in which only buyers name prices? 
There is no evidence to support an affirmative answer. In Cour- 
not’s treatment of pure monopoly, the monopolist seller named 
prices, and buyers determined quantities.* Not a word in Cour- 
not’s chapter on limited competition suggests any conscious 
change in the general institutions of the market, nor is competi- 
tive bidding among buyers even mentioned. Many economic 
theorists, however, tend to speak of market price as if it were so 
obedient to abstract principles, that it needed no human voice or hand 
lo proclaim it. Falling into this manner of speaking, Cournot, as 
the present writer interprets him, did make an unconscious change 
in his assumptions. There is an indication of the change in the 
form of his equation of demand. In treatment of monopoly,” he 
assumed D = F(p); in treatment of duopoly,” the reverse notation, 
p=f(D). These two equations may represent equivalent rela- 
tions; but when one substitutes values of p in the right-hand side 
of D=F(~), in order to determine corresponding values of D, it is 
an indication that the calculator is thinking of amounts which 
buyers will take at given prices, i.e., prices established by others 
than themselves, e.g., sellers. Cournot’s verbal analysis of mo- 
nopoly corroborates this indication. On the other hand, if one 
substitutes values of D in the right-hand side of p=/(D), in order 
to determine values of #, it is an indication that one is thinking of 
prices which buyers will pay for given quantities, i.e., quantities 
determined by others than themselves. No conclusion ought to be 
based on such slender evidence alone; on this particular point, 
not all may agree, but it is significant in its relation to the 
major points of Cournot’s discussion. It is clear that Cournot 
had in mind a situation in which sellers determined quantities— 
independently—but did not compete with each other by quoting 
different prices. 

“4 Researches, pp. 56 ff. 8 Ibid., p. 56. * Ibid., p. 80. 





88 A. J. NICHOL 


“Tn this case,” said Cournot, “the price is necessarily the same 
for each producer.”””” 

Proprietor (1) can have no direct influence on the determination of D,: all 
that he can do, when D, has been determined by proprietor (2) is to choose 
for D, the value which is best for him. This he will be able to accomplish, 
suitably modifying the price, except as proprietor (2), who, seeing himself 
forced to accept this price and this value of D,, may adopt a new value of D,, 
more favorable to his interests than the preceding one.* 


What price is it that the two seek to modify to their own respec- 
tive interests? Jt is not a price directly named by either seller: for, 
if sellers name prices, the mere fact that one of them changes his 
price does not compel the other to make a like change; if sellers 
name prices, either one may maintain his price at any level, if he 
so chooses, in spite of a change in his rival’s price, or a change in 
the volume of his rival’s offerings. As Edgeworth showed in his 
problem, when sellers name prices, and sellers are few, a perfectly 
uniform price is not a logical necessity.” The perfect uniformity 
of price in Cournot’s problem is not explained, unless prices are 
directly determined by buyers. An agreement between sellers may 
possibly be conceived to bring about the same result; but any 


7 Loc. cit., p. 79. 

8 The quotation above follows Bacon’s translation (p. 80), except in one phrase 
shown in italics. This phrase Bacon translated, “by properly adjusting his price.” 
Cournot himself wrote: “Ce a quoi il parviendra en modifiant convenablement le 
prix” (original edition [1838], p. 89). 

Two points in French grammar are involved: 

(1) The use of the participial form in -ant (modifiant). 

“As a gerund, it denotes either simultaneous action or ‘means by which’. . . . en= 
while, in, on, when, as, by, etc., or is untranslated” (Frasier and Squair, French 
Grammar [1921], p. 291). (Italics inserted.) 

(2) The use of the definite article (Je). 

“The definite article is commonly used with the force of a possessive adjective, 
when no ambiguity arises from its use’”’ (Frasier and Squair, p. 319). (Italics inserted.) 

Bacon’s translation of the phrase, “en modifiant convenablement le prix,” and 
the translation substituted above are both grammatically possible, as far as the 
phrase itself is concerned; but Bacon’s translation in this particular does not har- 
monize with the context, explained in the paragraph above following the quotation. 

See also A. A. Cournot, Principes de la théorie des richesses (Paris, 1863), pp. 109- 
11; Revue sommaire des doctrines économiques (Paris, 1876), pp. 172-74. 

%” F. Y. Edgeworth, Mathematical Psychics (London, 1881), reprinted by London 
School of Economics and Political Science (1932), p. 47; Papers Relating to Political 
Economy, I, 119 ff. 
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agreement or understanding between sellers is carefully abstract- 
ed.” Cournot’s discussion is intelligible only on the assumption 
that both sellers, in accordance with the custom of the market, 
accept the highest price bid for their combined offerings. Then, 
and only then, can one duopolist, influencing buyers by a change 
in the quantity he offers to them ,“‘force”’ the price he desires upon 
his rival, unless the latter also changes the quantity which he 
offers. Cournot, however, was apparently unconscious of the 
underlying condition, and the limitations which it placed upon 
his theory. 

Amoroso, Cournot’s chief defender, also assumed price changes 
to be brought about by changes in quantity; and upon this basis 
Amoroso verified Cournot’s theory, adding many new and inter- 
esting details.“ Amoroso also, however, was unconscious of the 
implied assumption that only buyers name prices.” It is believed 
that other illustrations and expositions of Cournot’s theory be- 
come clearer if an explicit statement of this essential condition is 
added. 

Pareto’s criticism of Cournot’s mathematics is familiar to those 
acquainted with the literature of the subject; likewise, Pareto’s 
remark that the problem is “over-determinate.”* Pareto’s own 
view of the conditional validity of Cournot’s theory, however, has 
not been discussed by any other writer. Pareto did not realize the 
underlying assumption that only buyers name prices. He there- 
fore introduced another assumption which, as he saw it, was a 
departure from the spirit of pure competition, but was never- 
theless necessary to the correctness of Cournot’s problem. 

In reality the problem which A. A. Cournot treats is not that of competi- 
tion, but another problem which may be formulated as follows: Suppose we 


have two individuals who between them have a monopoly on the sale of a 
given commodity. Let us assume that one of them is able to determine arbi- 


2 Cournot, Researches, pp. 79-80, 83. 

2 Luigi Amoroso, Lezioni di economica matematica (Bologna, 1921), pp. 254 ff.; 
Giornale degli economisti, LXX, 11-20. 

2 Cf. Edgeworth, Economic Journal, XXXII, 402. 


23 Cf. Chamberlin, Quarterly Journal of Economics, XLIV, 95-96; Monopolistic 
Competition, pp. 181-82; Erich Schneider, Archiv fiir Sozialwissenschaft und Sosial- 
politik, LXITI, 539-55; LXIV, 380. 
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trarily the quantity which he will sell, viz., D,. Suppose then the other one 
lets him sell it, and only under this condition does the second man calculate 
the quantity D, which he himself sells to make a maximum prefit 

thermore, let us suppose that when the second man has determined the 
quantity he will sell, the first one, respecting the same condition, recalculates 
the quantity D, which he will sell in order to realize a maximum profit. 

If Cournot’s analysis is to be re-vamped, in order to make it 
applicable to markets in which sellers name prices, this suggestion 
of Pareto’s may appear at first sight to be of some significance; 
but in a market where only buyers name prices, the added assump- 
tion is purely superfluous, and to a certain extent misleading. 

If each competitor is to Jet his rival sell any particular quantity, 
it is pertinent to inquire how he may prevent him. For present 
purposes, it is necessary to extend this inquiry only to a market in 
which buyers name prices: 

(1) Competitive “sales talk”’ is out of the question, for, accord- 
ing to Cournot, the products offered by the two competitors are 
known to be identical. 

(2) No seller, by accepting lower bids, can prevent his rival from 
selling what he wills. If either seller departs from the implied 
custom of Cournot’s market by accepting Jess than the highest 
price bid, the other seller can, if necessary, accept lower bids also, 
and still dispose of his intended offerings. Thus, although one 
injures the other, he does not prevent the sale of any given quan- 
tity; and he himself loses possible profits, or increases his losses. 
In the numerical example which has been discussed, it has been 
shown that the highest price bid for 120,000 units offered by M, 
and 90,000 units offered by N, is 48 cents. If M accepts less than 
48 cents, say 45 cents, for his 120,000 units, N can also accept 
45 cents for his offerings. The sale of N’s 90,000 units is by no 
means prevented; nor is M in any way the gainer. It is to the 
interest of both sellers to accept only the highest price bid for 
their combined offerings. 

The total quantity demanded at 45 cents is 225,000 units. 
Some one may perhaps suggest that before N agrees to accept 45 
cents, M may sell all, or at least enough of the total quantity 


™ Encyclopédie des sciences mathématiques, Tome I, Vol. IV, Fasc. 4, p. 608 n. 
(Italics inserted.) 
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demanded at this price, to prevent WN from selling his 90,000 units. 
If this is done, however, M’s price ceases to be a price bid by 
buyers for a known and limited quantity. M’s price becomes a 
price named by himself for a quantity larger than he originally 
offered. Thus the assumption that only buyers name prices is 
violated. 

(3) Even if one seller “dumps” a large quantity of goods on the 
market, forces the bidding down to a low level, and thus inflicts 
a loss on his rival, the latter may still—if he chooses—continue to 
sell the same quantity. If in the “long run,” the financial re- 
sources necessary for production are exhausted, he must of course 
desist; but in Cournot’s market, only immediate effects are con- 
sidered in any particular phase of adjustment. 

Therefore, it is false to say that either seller in Cournot’s 
market “allows” the other to sell any particular quantity, for he 
does not have the power to prevent it. Each seller is forced by the 
strength of the other to acquiesce in a division of sales. Any attempt 
to monopolize the market by accepting a loss, or profits less than 
those immediately possible, is abstracted by the assumption that 
each seller seeks a maximum profit on his immediate transactions. 
Neither altruism nor “good fellowship” enter into the problem. 
No special assumption is needed except that only buyers name 
prices. 

If Cournot had had the advantage of competent criticism dur- 
ing his own lifetime, no doubt he would have set forth unmis- 
takably all the assumptions of his own analysis. Thus much use- 
less controversy might have been avoided. As it was, Bertrand, 
criticizing him after his death, thought of a situation in which 
sellers named prices, and tossed Cournot’s conclusions carelessly 
aside. Edgeworth considered his discussion limited by ‘“‘uniform- 
ity of price.’*s A uniform price was a logical necessity in the 
market which Cournot had in mind. Pareto, who understood 
Cournot in some ways best of all, still failed to grasp the masterly 
simplicity of his analysis, and added an unnecessary assumption. 

On the other hand, some readers of Cournot, seeing an apparent 
confirmation of certain features of his analysis in actual business, 


2s F. Y. Edgeworth, Mathematical Psychics, p. 47. 
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are inclined to credit him with more than he really accomplished. 
Considerable ingenuity has been displayed in the effort to fit his 
theory, consciously or unconsciously, to markets in which sellers 
name prices. Indeed, a sort of replica of his theory can be created 
for this purpose by imagining a large number of artificial condi- 
tions. The trouble with most efforts in this direction is that a pic- 
ture of the complete situation is not borne in mind; a detail here or 
there seems to be adjusted satisfactorily, but not the whole 
scheme. One purpose of this article is to show how ridiculous the 
ensemble becomes, when Cournot’s theory is applied to any market 
in which sellers name prices. 

Professor Zeuthen writes, “The characteristic feature of Cour- 
not’s solution is really that if it is to be correct, it must be based 
on the assumption that a price reduction on the part of one 
monopolist will attract the unsatisfied wants more easily and 
quickly than it would attract the customers of his competitor.” 

Professor Zeuthen is hardly to be recommended as a faithful 
interpreter of Cournot. As one other writer has already pointed 
out, Zeuthen misses entirely one of the most fundamental features 
of Cournot’s analysis. “Cournot does not consider price changes 
on the part of the monopolists as motivating influences. Initial 
causes in his problem are always variations in quantity, which 
automatically bring about changes in price.’”” 

Another important point is also missed. Cournot was perfectly 
explicit in stating that both producers always sold at the same 
price. There is no tendency as in Edgeworth’s market for buyers 
to drift en masse from one seller to another because of a difference 
in price.* Professor Zeuthen assumes differences in price,” and 
then endeavors to explain what in the original version of Cournot 
is already explained by perfect uniformity of price. Furthermore, 
changes in price in Cournot’s market, as shown by any illustra- 
tion or exposition, are not extremely small changes, except in 

6 Problems of Monopoly and Economic Warfare, p. 29. 

77“Bei Cournot sind nicht Preisiinderungen der Monopolisten sondern 


Mengenvariationen das Primire, die ihrerseits dann automatisch Preisinderungen 
nach sich ziehen” (Erich Schneider, Reine Theorie monopolistischer Wirtschafts- 
formen, p. 173). 
#8 Edgeworth, Papers, I, 119 ff.; cf. Hotelling, Economic Journal, XX XIX, 41-57. 
» Problems of Monopoly, pp. 29-31. 
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certain theoretically possible, but practically negligible final ad- 
justments. Professor Zeuthen considers only very small changes 
in price.” For this reason, if for no other, his treatment is inade- 
quate. If changes in price are very slight, and one duopolist lags 
behind his competitor for an appreciable length of time in reducing 
his price, it may be that the price leader, as Professor Zeuthen 
suggests, gets all the new business, while the other duopolist re- 
tains only the business he has been doing. If changes in price are 
more pronounced, however, it becomes more and more improb- 
able that the seller who is slow to reduce his price, will retain all 
his previous sales. Adhering more closely to Cournot’s general 
outline, it may be assumed that the duopolists reduce prices 
simultaneously to the same level, or that one immediately follows 
a reduction by the other. Under these circumstances, it seems 
ridiculous to suppose that either one has any appreciable advan- 
tage over his rival in attracting “unsatisfied wants.” 

There is still another fault with this attempted revision of 
Cournot. The process of oscillation toward an equilibrium price 
involves not only reductions in price, but also advances. Professor 
Zeuthen does not consider at all half of his own problem. He in- 
troduces a very original assumption regarding the behavior of 
buyers when the price is lowered, but says nothing of their be- 
havior when the price is raised. 

The only way to test the applicability of Cournot’s solution to 
a market in which sellers name prices is to consider systematically 
all the necessary conditions. These conditions become a preposter- 
ous maze; but since some admirers of Cournot insist upon seeing 
in his analysis more than is really there, it is well to examine 
every possibility with patience. 

For purposes of illustration, the same numerical example which 
has been discussed may be reviewed with a few alterations. Let it 
be assumed that M’s costs, as before, are 20 cents per unit; and 
N’s, 10 cents per unit. The equation of demand, however, may 
be more conveniently expressed, for determination of quantities 
which buyers will take at sellers’ prices, as follows: 


D=-— 5000P+450,000. 


» Ibid., pp. 30-31. 
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The corresponding demand schedule, with revised column head- 
ings, appears in Table III. 


TABLE III 
DEMAND SCHEDULE 
Price Named 


by Sellers Quantity 
(Cents) ‘ak: 


In the first place, both sellers must always be supposed to sell 
at the same price; otherwise, as already noted in criticism of 
Zeuthen’s interpretation, a complication is introduced which is 
totally foreign to Cournot’s problem. This assumption of one 
price in itself does not appear to be objectionable, for two com- 
petitors are often observed to compete with each other, charging 


the same price. 

In the second place, however, a very artificial method of changing 
prices must be conceded. In Cournot’s original version of the 
theory, the price bid by buyers changes automatically with 
changes in quantity; and at any given time the price bid for the 
offerings of both duopolists is always the same. If Cournot’s 
theory, however, is to be re-stated, in order to apply to a market 
in which sellers name prices, how shall two sellers, who are bona 
fide competitors, always move their prices in the same direction 
at the same time and by the same amount? In step (3) of Table 
II, M is shown to expect and desire a price of 46 cents; N, a 
price of 38 cents. No actual difference in market price occurs, in 
accordance with Cournot’s original implied assumption, because 
the issue is directly decided by the impartial bidding of buyers. 
If sellers name prices, however, and M directly announces a price 
of 46 cents, and WN a price of 38 cents, two prices appear in the 
market. In the absence of competitive bidding among buyers, 
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no third force is present to bring M’s price and N’s price immedi- 
ately to any particular uniform level. The uniformity of price 
necessary in all steps toward Cournot’s equilibrium, can be main- 
tained then only by some sort of agreement or understanding 
between sellers. 

1. It may be imagined that in each particular stage of adjust- 
ment, one seller leads in a price change, and the other immediately 
follows. Thus, in the illustration just given, V, although he may 
desire a price of 38 cents, may temporarily bow to the will of M, 
and accept M’s price of 46 cents; or else, M may temporarily ac- 
cept N’s price of 38 cents. Then, in succeeding stages of adjust- 
ment it may be imagined that M and N alternate in accepting 
each other’s prices, until an equilibrium is reached. 

2. In each pariicular stage of adjustment it may be imagined 
that both sellers compromise with each other in the matter of 
price. Thus, if M desires a price of 46 cents, and N a price of 38 
cents, it may be supposed that they quickly compromise on the 
price, say 36 cents, at which their intended offerings at 46 cents 
and 38 cents respectively can all be sold. An equality between 
total amount offered and total amount demanded is not ordinarily 
considered necessary in any market except at an equilibrium price; 
independent competitors do not usually name prices with the 
purpose of insuring the sale of each other’s stock, but by a series 
of such agreements at disequilibrium prices, it may be imagined, 
an equilibrium price is reached. 

3. A combination of steps from 1 and 2 may also be supposed 
to lead to Cournot’s equilibrium. 

Under any of these conditions, changes in price, instead of 
being automatically regulated by competitive bidding among 
buyers, are governed by a convention utterly foreign to the spirit 
of Cournot. Cournot carefully abstracted any agreement or un- 
derstanding between sellers.** These conditions in themselves, 
moreover, are highly improbable. The amount of co-operation re- 
quired would be more naturally and intelligently invested in a 
perfectly monopolistic combination. 

In the opinion of the writer this difficulty alone is sufficient to 


# Researches, pp. 79-80, 83. 
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invalidate Cournot’s solution in any market in which sellers name 
prices; but ignoring this difficulty, or passing lightly over it with 
stereotyped phrases, some admirers of Cournot try to reconcile his 
theory with reality in other respects. Therefore, attention is in- 
vited to a special system of limitation of sales necessary to the cor- 
rectness of Cournot’s solution when sellers name prices. Vilfredo 
Pareto outlined this system. Pareto regarded Cournot’s market 
as one in which sellers named prices; otherwise, he would scarcely 
have introduced his own new assumption. The last part of Pare- 
to’s discussion of Cournot’s theory of duopoly in a footnote in 
L’ Encyclopédie des sciences mathématiques* may seem to some 
readers a sympathetic review, and a possible description of actual 
conditions; but the present writer is convinced that it was intend- 
ed as the climax of a reductio ad absurdum. Pareto first stated his 
technical mathematical objections to Cournot’s theory, and then 
in simpler terms tried to show that Cournot had really solved 
only an artificial problem of no significance. The attempted ex- 
posé, as already shown, falls down compictely in a market where 
only buyers name prices. Pareto deserves credit, however, for an 
outline of some of the conditions which have to be met when 
sellers name prices to make Cournot’s solution applicable. Lest 
anyone believe that Pareto, in his efforts to reduce Cournot’s 
theory to absurdity, unwittingly stumbled on a set of conditions 
which make Cournot’s theory all the more significant, Pareto’s 
analysis is again made the basis of a reductio ad absurdum in 
this article. 

The essence of Pareto’s idea is mutual limitation of sales in 
deference to certain arbitrarily recognized “rights” of one’s rival. If 
Cournot’s solution is to be correct, changes in the sales of either 
competitor, according to Pareto, are made alternately; and in 
each step toward the final equilibrium, each seller must be as- 
sumed to limit his own scles so as not to interfere with the other’s 
sales. It is not sufficient, when sellers name prices, to assume, as 
Professor Chamberlin suggests, that the less active seller in any 
particular phase of adjustment “will hold his supply fixed”’;* if 

32 Tome I, Vol. IV, Fasc. 4, p. 608 n. 

3 Quarterly Journal of Economics, XLIV, 72; Monopolistic Competition, p. 37. 
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Cournot’s solution is correct, under present conditions, the other 
seller also must take care not to take his rival’s momentarily 
recognized share of the business away from him. If M is tem- 
porarily taking the more active part, and N is selling 110,000 
units, M does not interfere with the sale of N’s 110,000 units; and 
N reciprocates by not interfering with the sale of any mew quan- 
tity which M may decide to sell. An imaginary series of steps 
toward an equilibrium is shown in Table IV, subject to the fol- 
lowing assumptions 4 

1. Each duopolist in turn leads in changing the price. 

2. The “other” duopolist in each step immediately follows the 
price change initiated by his rival. 

3. In each new adjustment, the price leader takes up only the 
“slack” in the demand at the new price. He does not interfere 
with the continued sale of the quantity which his rival has been 
selling at the price immediately preceding. 

4. In each new adjustment the less active duopolist makes no 
effort to sell more than he sold in the immediately preceding stage 
of adjustment. Thus he places no obstacle in the way of the sale 
of any new quantity which the price leader may offer. 

5. Subject to these conditions, each duopolist in turn calculates 
a new price, so as to realize for himself a maximum profit. 

Edgeworth assumed that each seller in turn would cut into the 
sales of his rival by quoting a slightly lower price; but disregard- 
ing this method of interference, the utter improbability of any 
series of events, such as illustrated in Table IV, may be made clear 
by contrast with a similar series of steps without artificial limita- 
tion of sales. Let us assume that the same prices are quoted, one 
after another, and that neither competitor at any time makes any 
effort to attract business away from his rival by quoting a lower 


4 The assumptions stated above are not the only ones which may be imagined to 
lead to Cournot’s solution, when sellers name prices. It may also be supposed that 
in each stage of adjustment, each seller independently determines a price and a 
quantity (cf. Table IT) which he thinks to his best interest, assuming no change 
in his rival’s sales. Then, if there are differences in intended prices, the two sellers 
may be supposed to compromise in each step on that price which allows them both 
to dispose of their intended offerings. This arrangement, however, may be shown 
subject to the same general weaknesses as the arrangement described above. 
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price, but that each one sells at the price of the moment the guan- 
tity which buyers ask of him. Then buyers, being extremely nu- 
merous, having no preference for either seller, having equal ac- 
cess to both of them, buying in either case an identical product at 
the same price, may be expected as a group to divide their total 
purchases between the two sellers egually—just as when one tosses 
a large number of coins in the air approximately half of them may 
be expected to fall “heads up,” and half “tails.” By the law of 
large numbers the greater the number of coins, and in this case 
the greater the number of buyers, the less becomes the expecta- 
tion of any significant variation from an equal division. 


TABLE IV 








Announced Followed M’s Sales N’s Sales 





220,000 110,000 
120,000 110,000 
120,000 140,000 
105,000 140,000 
105 ,000 147,500 
IOI, 250 147,500 




















The fact that one seller may be a trifle slower than the other in 
changing his price does not appreciably alter this result. As a 
matter of reality, few buyers become immediately aware of differ- 
ences in price. Since in this case differences in price are assumed 
to prevail for no appreciable length of time, this consideration 
may be entirely ignored. 

Furthermore, if buyers act rationally (and it is assumed that 
they do), the fact that one duopolist may offer buyers more than half 
the total quantity demanded at the price of the moment will not in 
itself cause buyers as a group to depart from an equal division of 
their total purchases. The mere display of a larger stock of goods 
does not create any prejudice in its favor among rationally minded 
buyers, as long as an equally accessible smaller stock is known to 
consist of units of the same nature and quality. Therefore, 
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neither duopolist can sell more than half the total quantity de- 
manded at any price at which his rival also is selling, unless his 
rival limits his sales to less than half the total quantity demanded. 
Either duopolist may prevent his rival from selling more then half, 
by offering fully half himself, as long as they both sell at the same 
price. 

In Cournot’s original version of the problem, it was not neces- 
sary to use different symbols for quantity offered and quantity 
sold. If the price is determined by competitive bidding among 
buyers for quantities offered, it is to the interest of each seller to 
accept only the highest price which clears the market—even if the 
price of the moment is not an equilibrium price. All goods offered 
under these circumstances may be assumed to be sold, no matter 
what the immediate price. Thus, Cournot was justified in using 
D, and D, to represent quantities offered and quantities sold. 

If Cournot’s theory, however, is to be re-stated in order to apply 
to a market in which sellers name prices, the possibility must be 
considered of a discrepancy between quantities offered and quan- 
tities sold. As a general proposition, when sellers name prices, the 
total quantity offered is not necessarily equal to the total quan- 
tity sold, except at equilibrium. At a price other than that of 
equilibrium, the total quantity offered may be greater than the 
quantity actually sold. Thus, if O, and O, represent respectively 
quantities offered by M and N, at any price f not that of equilib- 
rium, and if D, and D, represent respectively quantities actually 
sold by M and N, p=f(D,+D,); but unless some special explana- 
tion is given, it is not necessarily true when sellers name prices, 
that p=f(O,+0,), or that D,=O, and D,=O,. As long as each 
seller is able and willing to sell all that is asked of him at the same 
price as his rival, no matter how much more either seller may offer 
in addition, the division of actual sales between the two sellers is 
equal in the present case. Under these conditions, any additional 
quantity offered by either duopolist remains unsold. 

Suppose total sales are D=F(p), or as in this particular case, 
D=—5000p+450,000. Then in accordance with the conditions 
which have been specified, individual sales, D, and D,, conform 
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with the relation: D, = D,=4F(p); or in this particular case, D, = 
D, = —2500p+225,000. The peculiar system of limitation of sales 
necessary to the correctness of Cournot’s solution, when sellers 
name prices, may be contrasted in detail with what is believed to 
be the moré rational and realistic system outlined in the preceding 
symbols. For purposes of comparison, Table IV, by reference to 
the last equation, or the demand schedule in Table III, may be 
extended as in Table V. 

When sellers name prices as in columns (a) and (6), sales may be 
assumed to be adjusted as in columns (c) and (d), if Cournot’s 


TABLE V 








Wits ARTIFICIAL Wits No ARTIFICIAL 
Limi TATIONS LIMITATIONS 





(c) (@) (e) ” 
M’s Sales | N’s Sales | M’s Sales | N’s Sales 





220,000 | 110,000 
120,000 | 110,000 
120,000 | 140,000 
105,000 | 140,000 
105,000 | 147,500 
147,500 























solution is to be correct. No simpler series of adjustments can be 
imagined to lead to the same result. If this simple series, then, is 
shown to be irrational, any more complicated series of adjust- 
ments which may lead to the same result, appears irrational a for- 
tiori. In columns (e) and (f), sales at the same prices are shown, 
subject to the condition that each duopolist sells all that is asked 
of him at the same price as his rival. In this particular case nei- 
ther competitor is restrained from selling all that is asked of him 
at any of the prices in Table V, by any consideration of cost of 
production. The marginal cost of any quantity to each producer, 
like his average cost, is constant in this case, viz., M, 20 cents; N, 
10 cents. The marginal and the average cost of any quantity to 
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either M or N is much less than any of the prices under considera- 
tion. 

Step 1 of Table V may be passed over without particular com- 
ment. It is only an initial position postulated for the sake of 
a concrete illustration. Let step 2 be taken as the first example of 
artificial limitation of sales necessary to the correctness of 
Cournot’s solution under present conditions. N is assumed to 
have followed a price change initiated by M, as shown in columns 
(a) and (b). Thus, the price has been raised from 24 cents to 44 
cents. N, by accepting the opportunity open to him to sell to half 
the market, may dispose of 115,000 units at 44 cents, as shown in 
column (f). He may thus prevent M from selling 120,000 units— 
column (c)—and cut M’s sales down to 115,000 units, the same 
quantity as his own. See columns (e) and (f). In actual business, 
no one turns customers away simply because his rival has surplus 
stock on hand to sell at the same price; but if Cournot’s solution is 
to apply in this case, NV, in ridiculous awe of M’s “rights,” or in 
partial blindness to his own interests, must be supposed, in spite 
of his unlimited productive capacity, to limit his sales in step 2 to 
110,000 units, the same amount he sold in step 1. See column (d). 
Only by this concession on N’s part is it possible for M to sell 
120,000 units at price 44 cents. 

In step 3 a similar absurdity appears in column (c). Here, how- 
ever, the tables are reversed. This time it is M who suffers from 
a nonsensical convention. Since it is M’s turn to follow a price 
change made by N, M must, if the system is to be obeyed, re- 
strict his sales in step 3 to 120,000 units, the same amount he sold 
supposedly in step 2. See column (c). By accepting the oppor- 
tunity open to him, M can sell 130,000 units, as shown in col- 
umn (e). 

A slightly different kind of foolishness is exhibited in step 4. 
In this step it is the price leader, not the more passive actor in the 
farce, who suffers as a result of an artificial system. In step 4, M 
leads an advance in price from 38 cents to 41 cents, as shown in 
columns (a) and (6). N immediately follows this advance. M has 
consented, however, to “respect” the amount of business which V 
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did in step 3, i.e., 140,000 units. See column (d). The fact that 
N may still offer 140,000 units in itself does not prevent M from 
selling 122,500 units. In so doing, M can reduce N’s sales to the 
same amount also, as shown in columns (e) and (f). In accordance 
with certain imaginary ethics of competition, however, NV, as the 
less active participant in immediate adjustment, is granted cer- 
tain immunities as well as duties. M, therefore, must refrain from 
encroaching on the sale of N’s 140,000 units, 2d content himself 
with the sale of only 105,000 units, as shown in column (c). 

When the final equilibrium is reached, M is still shown at a dis- 
advantage as a result of this intricate, inconvenient, and utterly 
impossible system. By accepting his opportunity to sell to half 
the market, M can dispose of 125,000 units at 40 cents, the same 
price as N’s; but being restrained by a mysterious agreement, M 
offers only 100,000 units. 

In Cournot’s original version of the theory, each seller deter- 
mines the quantity he offers at any given time with the rational 
purpose of influencing the bidding of buyers to his own best ad- 
vantage. If Cournot’s theory is to be revised, however, in order 
to apply to a market in which sellers name prices, no matter 
whether the exact arrangment parallels the one just illustrated or 
not, determination of quantities must be conditioned by arbi- 
trary concessions on the part of one or both the competitors. 
When buyers name prices, neither duopolist, as Cournot correctly 
insisted, has any direct influence on the quantity his rival may 
sell; neither duopolist can prevent the other from selling what he 
chooses: nor is it easy for either one to predict what the other 
will sell. Under these conditions, D, and D, are independent vari- 
ables, Pareto’s objections notwithstanding. When sellers name 
prices, however, each duopolist does have a direct and predictable 
influence on the sales of his rival, even when they both sell at a 
common price; for at any price at which they both may sell, 
either one may sell more than half the total quantity demanded, 
if his rival limits his offerings to less than half the total quantity 
demanded; but neither one can sell more than half, if his rival is 
able and willing to transact the full half of the business which 
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chance tends to throw his way. It is incredible that two intelli- 
gent competitors, selling the same product in the same market, 
having power to name prices, or participate in a price agreement, 
should fail to perceive this tendency toward an equal division of 
sales. It is incredible that either one would, under these condi- 
tions, neglect his influence on his rival’s sales, assume them con- 
stant, and thus magnify or diminish his own opportunities. If 
each duopolist can sell half the total quantity demanded at any 
common price, with a profit on each unit, neither one can be 
reasonably expected to limit his share of the business at this price 
to less than half, and thus allow his rival to transact more than 
half. Willingness to do so, however, is necessary, as Pareto some- 
what vaguely indicated, if Cournot’s solution is to apply when 
sellers name prices. 

The only way to make sense out of nonsense in this case is to 
restore Cournot’s original implied assumption. Jf sellers leave the 
actual naming of prices to buyers, the situation straightens itself 
out. Then, and only then, does it become worthy of the imagina- 
tion of a great genius. As far as the present writer can see, if is 
incorrect to apply Cournot’s solution to any market in which sellers 
name prices. Under these conditions, Cournot’s solution is de- 
pendent upon (1) a very improbable system of changing prices; and 
(2) a still more improbable system of limitation of sales. Thus, the 
entire analysis has to be rewritten; the spirit of the original, in 
which no agreement or understanding between sellers appears, is 
violated, and the final result is exceedingly complicated without 
being realistic. ; 

If sellers merely mention or suggest prices, there can be no 
objection to Cournot’s solution. If either seller temporarily insists 
upon any price other than that bid by buyers, the process of price 
stabilization at Cournot’s level may be only temporarily delayed. 
The final achievement of Cournot’s equilibrium price, however, is 
not a reasonable expectation unless, in accordance with the pre- 
vailing custom of the market, prices are directly determined by com- 
petitive bidding among buyers. 

For years economists in general accepted F. Y. Edgeworth’s 
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unfavorable judgment of Cournot’s theory of duopoly. Edge- 
worth failed to recognize adequately the conditional validity of 
Cournot’s conclusions.** Edgeworth’s own conclusions have by 
this time been severely criticized.” In fact, with the swing of the 
pendulum of opinion in favor of Cournot, perhaps Edgeworth no 
longer receives due consideration. Any detailed study of his anal- 
ysis is not within the scope of the present article. There is, how- 
ever, at least one permanent virtue in his approach which stands 
out clearly in comparison with the earlier work of Cournot. 
Edgeworth—like Bertrand—was consistent in assuming that sell- 
ers name prices, and buyers determine quantities. In Edgeworth’s 
discussion of duopoly,*’ one reads of this seller and then the other 
seller lowering or raising his price; nothing is said of buyers nam- 
ing their prices; nor does any part of the reasoning depend upon 
competitive bidding among buyers. The choice between Cournot 
and Edgeworth involves something more important than the sup- 
position that one man’s sales remain constant, or that his price re- 
mains constant.* The main question is one of conformity with the 
actual institutions of buying and selling. 

It is a matter of common observation that when a few are deal- 


ing with many, the few almost always name prices. None of the 
many expects any price offer of his to be taken seriously, except 
in rare instances. Lack of organization prevents the multitude 
from having any direct voice in price determination. Its only in- 
fluence arises indirectly from the quantities it buys or sells. 
Bertrand and Edgeworth instinctively recognized this fact. 


3s Edgeworth professed great admiration for Cournot in Mathematical Psychics, 
Pp. 47, but considered his discussion limited by uniformity of price. This statement, 
however, does not go to the heart of the matter. Uniformity of price in Cournot’s 
problem is dependent on the more fundamental assumption that only buyers name 
prices. 

36 Joseph Schumpeter, Economic Journal, XX XVIII, 369-70 n.; E. H. Chamber- 
lin, Quarterly Journal of Economics, XLIV, 72-79; Monopolistic Competition, pp. 
37-43; Amoroso, Giornale degli economisti, LXX, 16-18. 

37 Edgeworth, Papers, I, 119 ff. 

3 Cf. Chamberlin, Quarterly Journal of Economics, XLIV, 72; Monopolistic Com- 
petition, p. 37. 
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Cournot perhaps did also. This may have been the reason why he 
failed to state one of the essential assumptions of his argument. 
He deserves all honor for having recognized, long before any one 
else, that duopoly was a problem distinct from monopoly or un- 
limited competition; but in spite of the valiant defense of Amoro- 
so, and in view of the keen analysis of Pareto, it appears that 
Cournot actually got no further than a description of a sort of 
double or multiple auction sale.” 
A. J. NICHOL 


DvuKeE UNIVERSITY 


39 Cf. Edgeworth in criticism of Amoroso: “This procedure appears to us inap- 
propriate to pure monopoly. It might be appropriate to a kind of kartel in which 
each producer is free from time to time to alter the amount of commodity which he 
puts on the market, the price being allowed in the interval between such changes to 
accommodate itself to the total supply. But this convention appears unduly to 
limit the characteristic freedom of the monopolist to vary price” (Economic Journal, 
XXXII, 402). 





THE EMERGENCY RAILROAD TRANSPORTA- 
TION ACT OF 1933 


iE Emergency Railroad Transportation Act, an impor- 
tant segment of President Roosevelt’s legislative program 
to speed economic recovery, became law on June 16, 
1933. The original draft of the measure was submitted to 
the President on April 18 by a committee headed by Secretary 
of Commerce Roper, and including Secretary of Treasury Woodin, 
Interstate Commerce Commissioner Eastman, and Dr. W. M. W. 
Splawn. It was approved by the President and introduced into 
Congress on May 4 as H.R. 5500 and S. 1580. The measure in 
altered form was passed by the Senate on May 27, and, with 
further amendments, by the House on June 5. The recommenda- 
tions of the conference committee were accepted by both houses 
on June 9. The bill was steered in the House by Representative 
Sam Rayburn, of Texas, chairman of the House Committee on 
Interstate and Foreign Commerce, and by Representative James 
S. Parker, of New York; in the Senate it was sponsored by Sena- 
tor C. C. Dill, of Washington, chairman of the Senate Committee 
on Interstate Commerce. 

The antecedents of Title I of the measure under consideration 
extend back to the beginning of the Commission’s concern with 
the general level of rates. The latter body has consistently and 
properly emphasized that the carriers in coming before it to ask 
for increased rates must do so “with clean hands” as regards a 
showing of honest, efficient, and economical management. The 
earliest of these antecedents is a statement of the Commission 
in the Advanced Rate Cases of 1911, in which it said: “But it 
should be further said that before any general advance can be 
permitted it must appear with reasonable certainty that carriers 
have exercised proper economy in the purchase of their supplies, 
in the payment of their wages, and in the general conduct of their 
business.” 


* 20 I.C.C. 243, 307, p. 305. 





EMERGENCY RAILROAD TRANSPORTATION ACT 107 


The same thought was repeated in the Five Per Cent Case of 
1914,’ where specific suggestions were offered concerning the possi- 
bilities of increasing freight-car efficiency. During the war period, 
as is well known, numerous economies were achieved through co- 
ordination, the elimination of competitive wastes and of duplica- 
tion of service and facilities. In the Transportation Act of 1920 
the opportunity of earning a fair return on a fair valuation was 
specifically made contingent upon a showing of “honest, efficient, 
and economical management.” In recent years the more or less 
critical condition of railway finances brought about by the com- 
petition of other transportation agencies, coupled with the effects 
of a severe business depression, has again raised the question of 
possible economies as a partial solution of the existing difficulties. 
In the Fifteen Per Cent Case of 1931 the Commission emphasized 
the existence of serious competitive wastes and the necessity for 
more co-operation among railways in meeting the onslaughts of 
rival forms of transportation, and that the purpose of the Trans- 
portation Act of 1920 was the subordinating of the rivalries of 
individual roads to the needs and interests of a national transpor- 
tation system. The same thought, accompanied by specific sug- 
gestions for improvements, is found in the report of the National 
Transportation Committee, rendered February 13, 1933, and in 
the study of Dr. Moulton and his associates upon which the latter 
report was in part based.‘ And, finally, we must refer also to the 
pending investigation by the Commission into the efficiency and 
economy of railway operations, known as Ex parte 104. The pres- 
ent measure, in Title I, takes the logical and desirable step of in- 
trusting a government official with the responsibility of seeing to 
it that the foregoing suggestions are given effect. 

The provisions of Title II of the present measure, in contrast 
with those of Title I, represent more or less of a break with existing 
policies. The antecedents of these provisions are to be found in 
recommendations by the Commission in its last three annual re- 


* 31 L.C.C. gsr. 

3178 LC.C. 539, pp. 585-86. 

4 The American Transportation Problem (Washington: The Brookings Institu- 
tion, 1933.) 
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ports, in the report by the National Transportation Committee, 
and in the study by Dr. Moulton and associates referred to above. 

In the following pages there is undertaken an analysis and criti- 
cism of the measure. The two titles into which the bill is divided 
will be considered in turn, followed by some observations concern- 
ing the merits of the bill as a whole. 


TITLE I. EMERGENCY POWERS 

Purposes.—The purposes of Title I are stated in section 4 to 
be as follows: 

(1) To encourage and promote or require action on the part of the carriers 
and of subsidiaries subject to the Interstate Commerce Act, as amended, 
which will (a) avoid unnecessary duplication of services and facilities of 
whatsoever nature and permit the joint use of terminals and trackage inci- 
dent thereto or requisite to such joint use, provided that no routes now exist- 
ing shall be eliminated except with the consent of all participating lines or 
upon order of the Coordinator, (5) control allowances, accessorial services 
and the charges therefor, and other practices affecting service or operation, 
to the end that undue impairment of net earnings may be prevented, and 
(c) avoid other wastes and preventable expense; (2) to promote financial 
reorganization of the carriers, with due regard to legal rights, so far as to 
reduce fixed charges to the extent required by the public interest and improve 
carrier credit; and (3) to provide for the immediate study of other means of 
improving conditions surrounding transportation in all its forms and the 
preparation of plans therefor. 


The provision relating to the maintenance of existing routes 
had been included by the Senate but had been dropped by the 
House. 

Co-ordination.—In order to accomplish the foregoing purposes 
there is created the office of federal co-ordinator of transportation, 
who shall be appointed by the President by and with the advice 
and consent of the Senate, or be designated by the President from 
the membership of the Commission. If so designated, the co- 
ordinator is to be relieved from other duties as commissioner dur- 
ing his term of service to such extent as the President may direct, 
and may not sit as a member of the Commission in any proceed- 
ings for the review or suspension of any order issued by him as 
co-ordinator. 

With the approval of the President, the co-ordinator may ap- 
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point and fix the compensation of necessary agents and assistants, 
without regard to the civil service laws or the Classification Act 
of 1923. The office of the co-ordinator is to be in Washington, and 
the Commission is directed to provide office space and to render 
such assistance as may be requested and which it is able to give. 
The compensation of the co-ordinator is to be fixed by the Presi- 
dent, and if he is a member of the Commission, he is to receive no 
compensation beyond what he receives from the latter body. The 
expenses of the co-ordinator are to be borne by the railroads. Each 
of the latter is to pay for each year during which this part of the 
act is in force the sum of $1.50 for every mile of road operated by 
it as of December 31, 1932. This amount was fixed as a compro- 
mise between the sum of $2.00 set by the House and $1.00 by the 
Senate. The secretary of the treasury is to collect the assessments. 
The co-ordinator and his staff, and employees of the Commission 
while in the service of the co-ordinator, are to receive free trans- 
portation, any provisions of the Interstate Commerce Act to the 
contrary notwithstanding. 

The co-ordinator is directed to divide the lines of the carriers 
into three groups—eastern, western, and southern—and may from 
time to time make necessary changes or subdivisions in such 
groups. In each of the three groups initially fixed there is a co- 
ordinating committee consisting of five regular and two special 
members. The regular members are chosen by the carriers, each 
road having a vote in proportion to its mileage within the group, 
but no system may have more than one representative on the com- 
mittee. The two special members are chosen in such manner as 
the co-ordinator may approve, one to represent roads having less 
than one million dollars’ gross operating revenue per year and the 
other to represent independent electric railways. 

The co-ordinator is also directed to confer freely with the co- 
ordinating committees, and the latter are required to provide him 
with such information and reports as he may desire. The co- 
ordinator may compel the production of books and papers and the 
appearance and testimony of witnesses to the same extent and 
with the same protection as though the matter arose under the 
Interstate Commerce Act. The co-ordinating committees are 





IIo R. W. HARBESON 


charged with the important task of carrying out on their own initi- 
ative, individually or jointly, the purposes outlined in division 1 
of section 4, as given above. A constructive feature of this part of 
the law is this encouragement to the carriers to self-help. The 
committees may recommend measures to the co-ordinator which 
they are unable voluntarily to accomplish, and the co-ordinator 
may authorize and enforce these if he finds them in the public in- 
terest and consistent with the Act. Or he may carry out measures 
which he has recommended to the committees but on which the 
latter have failed to act. 

It was understood almost from the beginning that the heavy 
task of serving as co-ordinator would be given to Commissioner 
Joseph B. Eastman, a man of great ability and in whom carriers, 
employees, and the public have great confidence. Mr. Eastman 
has long advocated more co-operation and less competition in the 
railroad field. 

Labor.—A noteworthy feature of the Act is the care manifested 
in protecting the interests of labor. In fact, as will be pointed out 
later, the solicitude for labor is such as to defeat in considerable 
measure some other purposes of the Act. The provisions concern- 
ing labor may be summed up as follows: 

1. A labor committee for each regional group of carriers may be 
selected by those national unions which entered into the wage 
agreements with the carriers on January 31, 1932, and December 
31, 1932. A similar labor committee for each regional group may 
be selected by other labor organizations designated and authorized 
to represent employees in accordance with the requirements of the 
Railway Labor Act. The importance of the latter provision is in- 
dicated by the fact that in February, 1933, only 57.8 per cent of 
the railway employees belonged to the twenty-one unions which 
signed the wage agreements referred to above. Only 39.3 per cent 
of the professional, clerical, and general group of employees were 
so represented ; 69.9 per cent of the maintenance of way and struc- 
tures group; 32.5 per cent of the maintenance of equipment group: 
55-9 per cent of the transportation other than train, engine, and 
yard group; 71.7 per cent of the yard group; and roo per cent of 
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the train and engine group.’ As the measure stands, provision is 
made for the representation of all organized labor, including com- 
pany unions. 

The co-ordinator and co-ordinating committees are required to 
give reasonable notice to, and to confer with, the appropriate re- 
gional labor committee prior to taking any action affecting the 
employees, and must give the labor committees reasonable oppor- 
tunity to present their views on such action. 

2. The number of employees in the service of the carriers shall 
not be reduced by any action taken pursuant to the authority of this 
title of the Act below the number on their pay-rolls during May, 
1933.° This number was 938,406 for the Class I roads. The only 
exception is that reductions below this figure by reason of death, 
normal retirements, or resignations need not be made up provided 
such reductions do not amount in any one year to more than 5 per 
cent of the number on the pay-rolls during May, 1933. It is fur- 
ther provided that no employee shall be deprived of employment 
such as he had during May, 1933, or be in a worse position with 
respect to his compensation for such employment by reason of 
any action taken under this title of the Act. 

The foregoing guaranties seem to have been inserted in place of 
a provision for a six-hour day, as a concession to secure the sup- 
port of the railway labor organizations which had been advocating 
the latter provision. Senator Black, of Alabama, introduced a 
six-hour-day amendment, but withdrew it when it was made clear 
that the President was definitely opposed to including such a pro- 
vision in the bill. 

3. The co-ordinator is authorized and directed to establish, 
when necessary, regional boards of adjustment to settle labor dis- 
putes. Carriers and employees are to be equally represented on 

5 Statement of Carl Gray, president of the Union Pacific R.R. before the House 
Committee on May 19. Quoted in Railway Age, XCIV (May 27, 1933), 765-66. 


6 The italicized words are important. In response to inquiries from labor officials, 
Co-ordinator Eastman on July 22, 1933, ruled that this section of the Act does not 
afford protection from dismissals and furloughs resulting from action by the carriers 
“which does not result from any authority conferred by the Act or involve the use 
of any agency or mechanism which it creates.” 
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such boards, and the latter shall exercise the functions of boards of 
adjustment provided for by the Railway Labor Act. 

4. The co-ordinator is also authorized and directed to provide 
means for determining the amount of, and to require the carriers 
to make just compensation for, property losses and expenses im- 
posed upon workers by reason of transfers of work from one local- 
ity to another in carrying out the purposes of this title of the Act. 

5. The carriers, whether under the control of a judge, trustee, 
receiver, or private management, are required to comply with the 
provisions of the Railway Labor Act and with section 77, para- 
graphs o, p, and gq, of the Hastings bankruptcy bill of March 3, 
1933. The paragraphs referred to in the latter bill provide that no 
judge or trustee under that act shall change the wages or working 
conditions of railroad employees, except in the manner prescribed 
in the Railway Labor Act or as set forth in the Chicago agreement 
of January 31, 1932, or shall in any way question the right of em- 
ployees to join the labor organization of their choice, or require 
any person seeking employment to sign an agreement promising 
to join or to refuse to join a labor organization. This last, of course, 
outlaws the so-called “yellow dog” contracts. 

6. Finally, in section 10a, relieving the carriers from restraining 
legislation inconsistent with the Act, it is provided that “nothing 
herein shall be construed to repeal, amend, suspend, or modify 
any of the requirements of the Railway Labor Act or the duties 
and obligations imposed thereunder or through contracts entered 
into in accordance with the provisions of said act.”’ 

Other provisions affecting co-ordination.—The carriers are to be 
relieved from the operation of the Clayton Act and all other laws, 
state or federal, so far as necessary to carry out the provisions of 
the Act, except laws for the protection of the public health or 
safety. The interests of the states and state commissions are 
recognized by providing that the carriers are to be relieved from 
the operation of state laws or the orders of state commissions only 
in so far as the co-ordinator finds it necessary in order to remove 
obstructions to or burdens upon interstate commerce and then 
only after notifying the state commissions (or the governor, in 
case there is no commission) that such action is contemplated, 
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and after giving the latter reasonable opportunity to present their 
views. A further restriction is imposed by providing that the car- 
riers are not to be relieved from any contractual obligations which 
they may have assumed, prior to the enactment of the Act, with 
regard to the location or maintenance of offices, shops, or round- 
houses at any point. 

The powers and duties of the co-ordinator are left rather vague 
and general, but in section 13 he is authorized and directed 
to investigate and consider means, not provided for in this title, of improving 
transportation conditions throughout the country, including cost finding in 
rail transportation, and the ability, financial or otherwise, of the carriers to 
improve their properties and furnish service and charge rates which will pro- 
mote the commerce and industry of the country and including, also, the 
stability of railroad labor employment and other improvement of railroad 
labor conditions and relations; and from time to time he shall submit to the 
Commission such recommendations calling for further legislation to these 
ends as he may deem necessary or desirable in the public interest. The Com- 
mission shall promptly transmit such recommendations, together with its 
comments thereon, to the President and to the Congress. 


This may turn out to be the most important section of the bill. 
The House had omitted the provision for “cost finding in rail 
transportation” in revising the Senate bill. 

Orders of the co-ordinator are to become effective in not less 
than twenty days from date of publication and are to remain in 
effect until vacated by him or suspended or set aside by the Com- 
mission or other lawful authority. It is specified that such orders 
may provide for pooling arrangements and for compensation for 
the use of carrier property or services in carrying out the provi- 
sions of the Act. Failure to comply with the orders of the co- 
ordinator or Commission under this Act is punishable by a fine 
of from $1,000 to $20,000, each day during which the carrier does 
not comply being counted as a separate offense. 

Any interested party, including any carrier, subsidiary, em- 
ployee, shipper, or associations representing these interests, or 
any governor or state commission or the representative of any 
political subdivision, may appeal to the Commission to review 
orders of the co-ordinator. The Commission may, in its discre- 
tion, review and suspend these orders, and it may also, after hear- 
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ings, confirm, set aside, or reissue in modified form such orders. 
It is required to expedite as much as possible the hearings and de- 
cisions on such appeals. The decisions of the Commission remain 
in force until vacated or modified by it. Interested parties may 
appeal to the courts from such final orders under the same condi- 
tions as if the matter arose under the Interstate Commerce Act. 

Financial reorganization.—It is provided that the Commission 
shall not approve a loan to a carrier under the Reconstruction 
Finance Corporation Act, as amended, if it is of the opinion that 
such carrier is in need of financial reorganization in the public 
interest, but this provision is not to apply to properties under a 
receiver or trustee. In this way the purpose stated in division 2 
of section 4, as given above, is to be achieved. 

Duration of emergency provisions.—Title I is to expire at the 
end of one year after the effective date, unless extended by a 
proclamation of the President for one year or any part thereof. 
Orders of the co-ordinator or Commission made under Title I 
shall continue in effect, however, until vacated by the Commis- 
sion or set aside by other lawful authority, but, notwithstanding 
any other provision of the Act, no such order is to operate to re- 


lieve any carrier from the effect of any state law or order of any 
state commission enacted or made after this title ceases to have 


effect. 
TITLE Il. AMENDMENTS TO INTERSTATE COMMERCE ACT 


Acquisition of control and holding companies.—Section 5 of the 
Interstate Commerce Act is re-written and enlarged. All propo- 
sals for the acquisition of control by one carrier of another must 
be submitted for approval to the Commission, whether they in- 
volve consolidation, merger, purchase, lease, operating contract, 
or acquisition of control through stock ownership directly or 
through holding companies. The Commission is required to notify 
the governors of the states in which the carriers operate of the 
proposed transaction, and to hold a public hearing. Thereafter 
it may, in its discretion, approve such acquisition of control, sub- 
ject to such terms and conditions and such modifications as it 
shall find just and reasonable, and provided it finds that the ac- 





EMERGENCY RAILROAD TRANSPORTATION ACT 115 


quisition will promote the public interest and is in harmony with, 
and in furtherance of, its plan of consolidation. 

It is to be noted that all forms of combination must be in har- 
mony with and in furtherance of the Commission’s consolidation 
plan. Formerly, under paragraph 2 of section 5, acquisitions of 
control short of complete consolidation did not need to meet this 
requirement. It is also to be noted that the holding company as a 
device to secure control is definitely brought under the provisions 
of the Act. The terms “affiliation” and “control” are carefully 
defined so as to render the existence of loopholes improbable. It 
is also stated that it shall be unlawful, except as provided in the 
Act, “‘to accomplish or effectuate, or to participate in ac-omplish- 
ing or effectuating, the control or management in a commun inter- 
est of any two or more carriers, however such result is attained, 
whether directly or indirectly, by use of common directors, offi- 
cers, or stockholders, a holding company or companies, a voting 
trust or trusts, or in any other manner whatsoever” (sec. 202 [6]). 
However, as will be suggested later, it is possible that the Com- 
mission may continue to accept as valid consolidations accom- 
plished under state laws. 

The Commission is empowered, upon complaint or upon its 
own initiative, after notice and hearing, to investigate violations 
of the foregoing provision and to take necessary steps to prevent 
continuance of such violation. It is similarly empowered, upon 
complaint or upon its own initiative, after notice and hearing, to 
investigate whether the holding by any person of stock in any 
carrier has the effect of subjecting that carrier to the control of 
another, or prevents or hinders the carrying-out of the Commis- 
sion’s consolidation plan, or impairs the independence, one of an- 
other, of the systems set up under that plan. If the Commission 
finds this to be the case, it may take steps to restrict the voting 
power of such person with respect to such stock, by requiring it to 
be deposited with a trustee, or in other ways. 

Carriers are relieved from the Clayton Act and all other re- 
straining laws, state or federal, to the extent necessary to carry 
out the purposes of this part of the Act. The provisions of the 
Interstate Commerce Act, as amended, and of all other applicable 
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federal statutes, remain in force with respect to acquisitions of 
control by one carrier of another accomplished before the enact- 
ment of this measure. 

Holding companies are definitely made subject to the provisions 
of sections 20 and 20a, governing accounts and reports and capi- 
talization and security issues. As a further precaution, it is defi- 
nitely stated that the Commission is to authorize the issue of se- 
curities and the assumption of liabilities of carriers by such com- 
panies only so far as it finds it to be “consistent with the proper 
performance by each carrier which is under the control of such 
corporation of its service to the public as a common carrier, will 
not impair the ability of any such carrier to perform such service, 
and is otherwise compatible with the public interest.”’ 

The House had included an amendment authorizing the Com- 
mission to approve agreements for consolidation, acquisition, or 
control by or between cable and/or telegraph companies or the 
companies controlling them. This was struck out in conference. 

Rate-making and valuation.—Section 15a is re-written, and the 
old rule of rate-making, along with the recapture clause, is 
dropped. A new rule of rate-making, the “flexible” formula ad- 
vocated by the Commission, is inserted. This reads as follows: 

In the exercise of its power to prescribe just and reasonable rates, the 
Commission shall give due consideration, among other factors, to the effect 
of rates on the movement of traffic; to the need, in the public interest, of 
adequate and efficient railway transportation service at the lowest cost con- 
sistent with the furnishing of such service; and to the need of revenues suffi- 
cient to enable the carriers, under honest, economical and efficient manage- 
ment, to provide such service (sec. 205 [2]). 


All moneys recoverable by, and payable to, the Commission 
shall cease to be recoverable and payable and the proceedings for 
the recovery of such money are to be terminated. The Bureau of 
Valuation of the Commission has estimated that 422 railroads had 
a total recapture liability, under the old law, of $342,239,638 for 
the period 1920-31 inclusive. The general railroad contingent 
fund established under the recapture clause now contains $13,- 
124,819, mostly paid under protest by the carriers, and including 
accumulated interest. The contributions of the carriers to the 
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fund are to be returned to them, along with a pro rata share of the 
accumulated interest. The income, war profits, and excess-profits 
tax liabilities of the carriers are to be computed as if the recapture 
clause had not been in effect, except that sums paid into the con- 
tingent fund may be deducted from the gross income of the tax- 
able periods in which they were made. Distributions made in 
liquidating the contingent fund are to be included in the gross in- 
come of the taxable period in which the return is made. The stat- 
utes of limitations, with respect to the assessment, collection, re- 
fund, or credit of income, war profits, and excess-profits taxes, and 
with respect to the liabilities for such taxes determined prior to 
the passage of this Act, are unaffected. 

Section 19¢ is amended by providing that after the completion 
of the original valuations the Commission is to be relieved from 
the duty of periodically revising and correcting the same and of 
reporting the tentative valuations to Congress at the beginning of 
each regular session. The Commission is required merely to keep 
itself in possession of the information necessary to enable it to re- 
vise, correct, and supplement any of its inventories and valua- 
tions, when deemed necessary. Bringing electric railways not 
operated as a part of any steam-railroad system under the provi- 
sions of the valuation sections is also left optional with the Com- 
mission. 

The valuation records of some 1,950 carriers are now up to date 
as of January 1, 1928, and many of them are up to 1930, 1931, and 
1932.7 The new law terminates the contests in the courts con- 
cerning the Commission’s methods of valuation, and also removes 
valuation as a definite and specific rate base in connection with 
the rule of rate-making. Hence the Commission may continue its 
valuation work as it finds necessary, without having its methods 
contested in the courts, although data will be collected which may 
be used in the future in making up final valuations. 


SOME OBSERVATIONS AND CONCLUSIONS 
In considering the merits of the new measure as analyzed in the 
foregoing pages, its primarily temporary and emergency character 
? Railway Age, XCIV (June 17, 1933), 868. 
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must be kept in mind. The President made it clear from the be- 
ginning that the present Act is only to be a preliminary to a bill 
providing for a more permanent and comprehensive national 
transportation policy, which will be taken up at the 1934 session 
of Congress. He expressed the hope that the experience gained 
under the present bill during the balance of 1933 might be of as- 
sistance in formulating a measure of the latter sort. This explains 
the failure of the bill to treat such large and important subjects 
as the relation of railroads to competing forms of transportation, 
the question of extending the jurisdiction of the Commission so as 
to provide a unified policy governing all forms of inland trans- 
portation, the relation of federal and state authority in legislation 
dealing with motor transport, etc. 

The merits of the present measure seem to the writer to be as 
follows: 

1. The greatest merit of the bill is in its provision for investi- 
gating ways and means “of improving the conditions surrounding 
transportation in all its forms and in the preparation of plans 
therefor’; in the instructions to the co-ordinator, embodied in 
section 13, as quoted in the foregoing; and, especially, in the fact 
that the task of making the studies and investigations provided 
for, and of transmitting the results in the form of recommenda- 
tions to the President and the Congress, is made the definite duty 
of a government official equipped with the necessary funds and 
facilities. An opportunity is afforded, by the provisions fot plan- 
ning and investigation, greatly to improve the efficiency and fi- 
nancial position of the carriers in the long run, as the volume of 
traffic increases. The significance of this last will appear in what is 
said below. 

This is also the view of the co-ordinator, Mr. Eastman; it is the 
view of Senator Fess, of the Senate Committee on Interstate Com- 
merce, in a statement to be quoted below; and Railway Age adds 
editorially: 

Equipped with the information he already has, and the additional in- 
formation he will acquire by his study and experience as Coordinator, Mr. 


® Testimony before the Senate Committee on Interstate Commerce, quoted in 
ibid., May, 1933, pp. 689 ff. 
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Eastman will have the greatest opportunity to make a real contribution to 
the solution of the country’s transportation problem that any man has ever 


had.° 

2. A constructive feature of the law, already mentioned, is its 
emphasis on self-help by carriers. This is facilitated and encour- 
aged by the provision for co-ordinating committees, and in the re- 
quirement that the latter on their own initiative undertake to 
carry out the purposes outlined in division 1 of section 4, Title I. 
Only as they fail in this task is compulsion by the co-ordinator 
provided. Throughout the discussion of the measure in Congress 
it was repeatedly emphasized that the co-ordinator would be in 
no sense a “czar.”” Mr. Eastman has spoken of the réle of the co- 
ordinator as being that of a “glorified examiner’’ of the Commis- 
sion, but involving more powers and opportunities than are en- 
joyed by any employee of that body.’® The provisions of the law 
seem to support these views concerning the co-ordinator’s status. 

3. Care is exercised to insure democratic representation on both 
the labor and the co-ordinating committees. On the former, provi- 
sion is made not merely for the representation of the twenty-one 
national unions which signed the Chicago agreement, but also for 
the representation of all organized !abor. On the latter there are 
representatives not merely of the Class I roads, but also of the 
small roads and electric lines. 

4. Solicitude for the interests of labor is in principle a note- 
worthy and commendable feature of the law, although, as indi- 
cated below, certain of the labor provisions severely impair the 
usefulness of the Act as an emergency measure. 

5. The provisions for the control of holding companies repre- 
sent an important addition to the Commission’s powers, and 
should enable it to forestall the financial excesses to which the use 
of the holding-company device has contributed in the case of other 
public utilities. The Commission has asked for this authority in 
recent annual reports. 

6. The repeal of the recapture clause is probably desirable on 


9° Ibid., June 24, 1933, p. 882. 
© Testimony before the Senate Committee on Interstate Commerce, quoted in 
ibid., May 13, 1933, P- 690. 
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both theoretical and practical grounds. The arguments in favor 
of this step which have been advanced by the Commission™ may 
be summarized as follows: 

a) Recapture is theoretically unsound because it makes no al- 
lowance for uncontrollable fluctuations in earnings. Surplus earn- 
ings in some years may be offset by deficiencies in others. The 
offsetting of gains and losses over a period of time is recognized as 
a valid procedure in economic theory in determining the existence 
of “excess” profits. The ‘excess’ profits recaptured under the 
old law, therefore, might not have been excess profits at all, be- 
cause of the use of the annual basis in calculating the fair return. 
The Commission recognized, of course, that this difficulty could 
be obviated by using the average net railway operating income 
over a period of years in computing the fair return, but in view 
of the difficulty of deciding on the proper length of the period to 
be chosen for this purpose and in view of certain practical ad- 
vantages to be derived from the repeal of the recapture clause, the 
latter choice was probably the wise one. 

b) Interminable litigation, burdensome to both the carriers and 
the government, will be avoided. 

c) Some strong roads derive their strength from being under- 
capitalized by comparison with the rate-making values of their 
properties. These have been able to pay large returns to their 
stockholders, but have been subject to little or no recapture liabil- 
ity. Conversely, other roads are weak because their capitalization 
exceeds the rate-making values of their properties, and these roads 
have sometimes had recapture liabilities while being able to pay 
little or nothing to their stockholders. 

d) The sums recaptured offer little hope of relieving weak rail- 
roads, because they do no more than offer to a poor carrier an op- 
portunity to increase its indebtedness. 

e) Another disadvantage of recapture, not mentioned by the 
Commission, is that it encourages the plowing into the properties 


™ Interstate Commerce Commission, Annual Report (1932), p. 17; also letter of 
the Commission to the Senate Committee on Interstate Commerce, January 21, 


1931, ibid. (1931), pp."347-57- 
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of large amounts of maintenance in good times, when prices and 
wages are high, and does not allow the accumulation of reserves 
for this purpose in prosperous years to tide over periods of depres- 
sion.” 

7. With certain qualifications, there may be some merit in the 
provision requiring all forms of combination, not. merely actual 
consolidation, to be in harmony with the Commission’s consolida- 
tion plan. The former provision, that combinations short of actual 
consolidation which were not in harmony with the consolidation 
plan might be allowed, could be justified as a device for enabling 
economies and financial advantages to be achieved during what 
might prove to be the very slow process of making effective a per- 
manent consolidation plan. To the extent that substantial econo- 
mies and financial advantages of a similar sort can be made per- 
manently possible by the present measure, without complete con- 
solidation, and to the extent that there is merit in a permanent 
consolidation plan, the provision in question is wise. 

8. Likewise, we may approve section 15, requiring the Commis- 
sion to withhold approval of loans from the Reconstruction Fi- 
nance Corporation if it is of the opinion that the carrier concerned 
“is in need of reorganization in the public interest.”’ It has been 
said that this provision requires the Commission to do an impossi- 
ble thing, namely, to decide how long the depression will last be- 
fore deciding whether the railroad could survive or ought to be 
reorganized. But the Reconstruction Finance Corporation in 
authorizing the loans in the first instance is confronted with the 
same difficulty; if loans are to be granted to meet the emergency, 
such forecasts must be made. This measure merely establishes the 
judgment of the Commission as a check on that of the R.F.C., 
and nobody is as well equipped as the Commission to pass upon 
the merits of the financial structure of railways or on their pros- 

™ See the address of General W. W. Atterbury, of the Pennsylvania R.R., before 
the Chamber of Commerce of the U.S., Washington, D.C., May 4, 1933. See also 
testimony of Commissioner Eastman on H.R. 7116 and 7117 (Cong. Rec. [72d Con- 
gress, 1st sess.], p. 446). See also the author’s article, “A Method of Measuring Loco- 


motive Maintenance and Its Use in Regulation,” Journal of Land and Public Utility 
Economics, Vol. IX (November, 1933). 
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pects. The possibility that the Commission might be guilty of 
errors of judgment in “borderline cases” is surely not an argument 
against taking every precaution, even in an emergency, to prevent 
good money from being thrown after bad. 

The weaknesses of the new measure seem to the writer to be the 
following: 

1. The first and greatest weakness is the inclusion of provisions 
which in large measure prevent the achievement, during the pres- 
ent emergency, of the economies contemplated by the Act. These 
are the provisions concerning the maintenance of the number and 
compensation of employees at the May, 1933, level (mitigated 
within narrow limits by allowing reductions due to death, retire- 
ments, and resignations), the compensation of employees for ex- 
penses incurred as a result of transfers from one place to another, 
and the observance of contractual obligations in maintaining 
shops and roundhouses at various points. The inescapable fact is 
that most improvements in efficiency and economy can be 
achieved only (1) by the expenditure of considerable sums of 
money, obviously not now possible, or (2) by economizing in the 
use of labor, or in both ways. There are doubtless appreciable 


economies possible under the measure as it now stands, but they 
are very small by comparison with the possibilities." 

It follows that the bill may properly be regarded as an emer- 
gency measure in the sense that its passage was prompted by more 
or less critical conditions in railway transportation, but it can 
scarcely be so regarded on the basis of the amount of aid it will 


*3 That Co-ordinator Eastman realizes these facts is indicated by the following 
remarks of his before the Springfield (Mass.) Traffic Club, September 28, 1933: 
“The Emergency Act provided elaborate machinery for searching out economies in 
railroad operation and putting them into effect, and particularly those economies 
which can be brought about by proper co-operation and co-ordination. Unfortu- 
nately, most such economies are of the labor-saving type, and the great, urgent need 
of the country at the present time is more rather than less employment. Not un- 
naturally the bill was amended before it passed by restrictions upon reduction in 
railroad employment. On the one hand I was told to effect economies and on the 
other I was told not to deprive men of work. This converted me, to some consider- 
able extent, from the doer of deeds into a prober of possibilities” (Railway Age, 
XCIV [September 30, 1933], 468). 
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afford the carriers in meeting these conditions. The provisions for 
achieving economies, because of the restrictions mentioned above, 
can in large measure become effective only as the volume of traffic 
increases, and then there will no longer be an emergency. 

In expressing similar views Senator Fess said: 

The one feature about Title I which I think is very unfortunate, and yet 
I do not know how to avoid it, is that which authorizes the Coordinator to 
make economies, and I fear we proceed to write into the bill handicaps which 
would make it difficult for him to do the things we authorize him to do. That 
is a misfortune which grows out of legislation where groups of influences 
operate with emphasis in writing the law. I am not sure whether there is 
anything especially to be gotten out of Title I at all or not. I am going to 
vote for it, because it is in the direction of economy and lays down a plan of 
study, so that in the future certain changes in law may be recommended or, 
if it be the wisdom of those studying it, not only to change the law but prob- 
ably to repeal some provisions of the law now operative.“ 


And co-ordinator Eastman remarks: 


So far as the immediate or early accomplishment of important economies 
is concerned, the restrictions of the act with respect to reduction in the num- 
ber and compensation of railroad employees will probably constitute serious 
obstacles. They will not prevent, however, thorough exploration of the 
possibilities in the way of economies, and the information thus gained is 
bound eventually to be of value. Nor will they interfere in any way with the 
research and study, looking to further legislation of a more permanent and 
enduring character, for which the act provides.'s 


2. Unfortunately the Commission, reversing its early position, 
has held that consolidations effected under state laws need not be 
approved by it in order to be valid. Hence consolidation may pro- 
ceed under state laws independent of the Commission’s consolida- 
tion plan. Therefore, it would seemingly have been desirable to 
include in the new law a provision definitely preventing such a 
construction of the Act of 1920." 

The new rule of rate-making must be judged separately be- 


4 Quoted in ibid., June 3, 1933, F. 306. 
's Public statement at time of appointment, quoted in ibid., June 24, 1933, p. 899- 
Italics mine. 


© See Nickel Plate Consolidation (79 I.C.C. 581 [1923]). See also Sharfman, 
The Interstate Commerce Commission, I1, 250-57. 
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cause its effect is likely to be almost neutral. The adoption of the 
new rule had been urged by the Commission in recent annual re- 
ports. At the best, however, it does not appear that there will be 
any substantial difference between the new and the old rules of 
rate-making, at least in the long-run practical results of their ap- 
plication. For the Commission made it clear in its 1931 Annual 
Report that its standard of reasonableness under the new rule 
would be a fair return on a “rate base” —which turns out to be the 
Commission’s valuations which were invalidated by the O’Fallon 
decision.*? 

The standard of reasonableness will therefore continue in fact 
to be a fair return upon the Commission’s valuations. The object 
of the Commission in recommending the new rule, involving the 
purely formal discard of valuation as a standard in rate-making, 
might have been to circumvent the O’Fallon decision. In any 
event, this seems to be its practical effect. Furthermore, the re- 
cent study of Dr. Moulton and his associates concludes that, in 
spite of the statement in its 1931 report, the Commission has made 
little, if any, use of valuations or a rate base in adjusting the level 
of rates since 1921, but has been guided by the financial condition 
of the carriers and what the traffic would bear.” 

It follows, if the foregoing be true, that the new rule, in and of 
itself, is not likely to bring more to the carriers in the way of long- 
run average returns than they have been receiving heretofore. 
Such gains as may accrue will be a result of the dropping of the re- 
capture clause. The “flexibility” of the new rule, of which the 
Commission makes so much, seemingly amounts to no more than 
formally absolving it from the impossible task of maintaining 
stable earnings for the carriers in the face of business fluctuations 
and the competition of other forms of transportation, and to en- 
couraging a more sensitive response of rates to business fluctua- 
tions. This last is indicated by the instruction to the Commission 
that it give “due consideration, among other factors, to the effect 
of rates on the movement of traffic.” Apparently the new rule 
contemplates maintaining or increasing short-run fluctuations in 

17 45th Annual Report (1931), pp. 109-10. 

8 Op. cit., chap. xx. 
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carrier returns. Whether the long-run average return will remain 
unaffected depends, of course, on whether the Commission finds 
it expedient to make rates as flexible during the upswings of busi- 
ness cycles as during downswings. In connection with the possi- 
bility of the new policy increasing the short-run fluctuations in 
rates and return, we must not lose sight of the problem presented 
by the heavy percentage of fixed charges and other constant ex- 
penses characteristic of railways. And while it has been argued by 
able writers that greater flexibility of railway rates would help to 
reduce the price and cost maladjustments of the business cycle, 
frequent changes in the rate level might also have an unsettling 
effect upon business. 

We may conclude by reviewing briefly the main achievements 
under the new measure to date (December 15, 1933). The co- 
ordinator was able to secure, without formal order, the reduction 
of the salaries of railway presidents to a maximum of $60,000. 
Competitive bids were requested on 844,525 tons of rail and 245,- 
221 tons of fastenings, to be financed largely by loans from the 
Public Works Administration. The price was fixed by compromise 
at $36.375 per ton—halfway between the co-ordinator’s price of 
$35.00 and the steel companies rice of $37.75. The railways en- 
tering New York City have agr. -:d to a program for reducing the 
costs of lighterage, consolidation of towing and lightering and of 
various facilities, eliminating trucking in lieu of lighterage, and 
elimination of various other competitive practices. The Port of 
New York Authority estimates that the foregoing will result in 
annual savings exceeding $3,000,000. 

Compensation was awarded to certain Boston and Maine and 
Maine Central employees for costs incurred in transferring their 
residences because of change in jobs. No other similar ruling has 
come to the writer’s attention. System-wide store-door delivery 
on the Pennsylvania and other eastern roads was approved and 
commended, over the opposition of certain competing lines. Re- 
ciprocal buying of coal has been condemned. The roads have been 
asked to examine the possibility of standardizing cars, lumber, 
rails, and rail accessories; the simplification of invoice forms; the 
elimination of waste in the purchase of materials, equipment, and 
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supplies; and the possibility of reducing empty-car mileage. Co- 
operation in spreading work and providing jobs has been suggest- 
ed through the making-up of deferred maintenance, the reduction 
of overtime and of high monthly mileages for train-service em- 
ployees, and in other ways. Committees of railway officials have 
been chosen to co-operate with the Science Advisory Board of the 
National Research Council on measures systematically to apply 
scientific achievements to the railways. Another committee drawn 
from the universities, United States Department of Labor, and 
Social Science Research Council has been selected to confer with 
Mr. O. S. Beyer of the co-ordinator’s research staff on ways and 
means of alleviating the effects of labor-saving economies on rail- 
way labor. Through a series of elaborate questionnaires the co- 
ordinator and his staff will undoubtedly secure a vast fund of in- 
formation which will prove useful in formulating future trans- 
portation policies. 
R. W. HARBESON 
Iowa STATE TEACHERS COLLEGE 
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Beitrige zur Geldtheorie. By Marco FANNO, Marrus W. Ho ttrop, 
JoHann G. Koopmans, GUNNAR MyrpalL, and Knut WICKSELL. 
Edited by Frrepricn A. Hayek. Vienna: Springer, 1933. Pp. ix+ 
511. RM. 28.60. 

The only regret that can be expressed about this book, certainly one 
of the most important productions in the field of monetary theory in 
recent years, is that it appears in German rather than in English. 
The barrier of language, which it is the book’s chief purpose to break 
down in the case of Italian, Dutch, and Swedish contributions, unfor- 
tunately continues to extend to German, so far as most English-speak- 
ing monetary theorists—including some of the most eminent—are con- 
cerned; and it is to be feared that not even the feast which is provided 
by Professor Hayek’s attempt to bring the mountain at least half-way 
to Mohammed will induce the Mohammeds who make up this majority 
to master enough German to carry them the rest of the way. 

The loss will be theirs. Anyone cherishing the naive notion that the 
scientific value of contributions to economic theory is in direct propor- 
tion to the population or the national wealth of the countries to which 
the contributors belong will receive a rude jolt from reading this book. 
One has only to compare, for example, the quality of the current out- 
put of French economists—one or two notable exceptions aside—with 
the output of any one of the national groups represented in this volume 
—particularly the Italian and the Swedish—to realize what harm con- 
tinues to be done by the implications of a conventional Ph.D. language 
requirement which, were it not for the accident of Walras (himself an 
exile from French academic circles during his lifetime!), could be re- 
garded as almost entirely irrelevant, so far as its current importance 
for our subject is concerned. 

No brief review could do justice to the individual questions raised by 
the contents of this book; nor, in view of Professor Hayek’s Introduc- 
tion, can much be said in brief compass that would add anything by 
way of introducing to those unfamiliar with Italian, Dutch, or Swedish 
the e: .inent writers so admirably selected by the editor. Such com- 
ments as are made here can only be by way of calling attention to the 
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way in which the book indicates not only the quality of monetary the- 
ory as it appears—at its best—in the countries represented, but also 
the direction which monetary theory is everywhere taking, under the 
hands of those best qualified to give it shape and substance. 

It is, for example, noteworthy that the one contribution which is 
concerned most directly with the problem of money—as opposed, for 
the moment, to the problem of the nature and effects of the issuance of 
bank credit—is concerned with the problem of velocity of circulation. 
Readers of the Journal of Political Economy will be pleased to know 
that it is now possible to read in-German the extremely important dis- 
cussion of the subject of Mr. M. W. Holtrop, one of whose main con- 
tributions was discussed by the present reviewer, on the basis of the 
original Dutch publication, in the June, and August, 1932, and the 
April, 1933, issues of this Journal. Since Mr. Holtrop’s contribution 
to the present volume was prepared before the publication of the criti- 
cal discussion to which his original contribution gave rise, it is not sur- 
prising to find the latter reproduced here in virtually unchanged form. 
This circumstance is, of course, not without its advantages, since it 
will enable readers to judge whether or not the criticisms based upon 
his original presentation were or were not justified. It is to be hoped, 
however, that Mr. Holtrop will, in the not too far distant future, re- 
turn to the subject to which he has made so distinguished a contribu- 
tion, and clarify the issues which I cannot feel are adequately disposed 
of by the courteous footnote on page 130 of the publication under re- 
view. 

It would be of particular interest, for example, to see how he pro- 
poses to resolve the difficulties raised against his original presentation 
—which is here repeated virtually without change—of the reasons for 
supposing that “a change in the degree of differentiation necessarily 
occasions a parallel increase or decrease in the turnover of goods and of 
money, which, as a matter of computation (rechnerisch) come to be ex- 
pressed in a parallel increase or decrease of the figure for velocity of 
circulation and the coefficient of differentiation, and that this change 
in velocity of circulation is entirely unessential” for the determination 
of the price-level (p. 130n. of the book under review; italics Holtrop’s). 
This is, after all, the issue really in dispute. No one, so far as I know— 
least of all the present reviewer—has ever intended to accuse Holtrop 
of denying that a change in the degree of differentiation might bring 
about an uncompensated change in the velocity of circulation of money 
—and so an effect upon the price-level—through its effect upon the size of 
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cash balances. If Holtrop has been criticized for implying that “a 
change in the degree of differentiation can lead only to an equivalent 
and compensating change in the velocity of circulation of money,” 
this proposition is to be understood in the sense that, by the terms of 
his algebra as well as of his verbal argument, he has suggested that 
there is no room, in an equation purporting to summarize the forces 
determining the price-level, for a factor representing the effect of 
changes in the “degree of differentiation” guite aside from its possible 
effect upon the size of cash balances. His argument for supposing that 
this is so—an argument which he now repeats and continues to sum- 
marize by the concept of a “coefficient of differentiation’”’—is the one 
against which the criticism was directed, and it is to be hoped that Mr. 
Holtrop will soon return to a refutation of the details of this criticism. 
Obviously, until this matter is straightened out, there must continue to 
be confusion with respect to such questions as the degree and the na- 
ture of the importance, for the problem of changes in the price-level, of 
something which may be called the “velocity of circulation of goods.’’ 

It was a happy thought of Professor Hayek to include in this book 
an essay—on “The Foreign Exchange Problem in the Scandinavian 
Countries” —written by the late Knut Wicksell. Yet Wicksell would 
have been “included” in the volume even if no essay directly from his 
hand made part of it. It is impossible to read the other essays which 
are included—all of them, with the exception of Holtrop’s, concerned, 
in one way or another, with the nature and effects of the issuance of 
bank credit—without feeling that, taken together, they constitute as 
much of a direct tribute to the influence of the great Swedish economist 
as they do to the ability of the individual writers to perceive where the 
great problems in the field of the theory of bank credit really lie. That 
the important contribution of Dr. Myrdal on “The Concept of Equilib- 
rium as an Instrument of Analysis in Monetary Theory” should be 
permeated by the influence of his great compatriot is hardly surprising. 
More significant is the influence upon the other writers here represent- 
ed—Mr. Koopmans, in his essay “On the Problem of ‘Neutral’ 
Money,” and Professor Fanno, whose development, as early as 1912, 
of an argument which he frankly presents as being “built upon” —even 
if, at important points, it departs from—Wicksell’s results, provides us 
again with a forcible reminder of the way in which Italian economists, 
themselves inheritors of a tradition in economic theory no whit in- 
ferior to that of any other country, are able to assert their freedom 
from that type of insularity which makes us unwilling to consider 
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what the Italians have done and are doing for our subject. In a sense, 
indeed, the volume represents at once a challenge to those who would 
apologize for insularity in scholarship within the field of economic the- 
ory, and a tribute to the great Swedish economist whose growing influ- 
ence, within the special sector of that field to which this book is devot- 
ed, provides evidence that the great leavening ideas which give direc- 
tion and content to scientific inquiry will ultimately come into their 
own despite the barriers which indolence and indifference may, for a 


time, put in their way. 
ARTHUR W. MARGET 
University of Minnesota 


Report to the Columbia University Council for Research in the Social 
Sciences. By THE ComMMITTEE To StuDyY COMPENSATION FOR 
AUTOMOBILE AccIDENTS. Philadelphia: International Print- 
ing Co., 1932. Pp. 300. $1.00. 

The purpose of this report was to ascertain the extent of economic 
losses resulting from automobile accidents and, as far as possible, the 
incidence of those losses. A statistical study was made of 8,800 cases 
involving personal injury from automobile accidents, of which 861 were 
fatal. The wide geographic distribution of the cases studied and the 
similarity of the results obtained in each area led the committee to con- 
clude that the sample was sufficiently large to secure dependable con- 
clusions. 

The findings of the study indicate that, in accidents not covered by 
insurance, the injured has only one chance in four of receiving any pay- 
ment and in most cases the payments that are received are less than the 
economic loss suffered. In 85 per cent of the accidents where the offend- 
ing motorist is insured, some payment is received. In cases where dis- 
ability is only temporary, the payments usually exceed the amount of 
the economic loss, but in the more serious cases, involving permanent 
disability or death, the economic loss suffered is almost never covered. 
“Of 129 not insured closed [fatal] cases, only 21 received payment and 
this was sufficient to cover the funeral expenses in only 9 cases” (p. 60). 

A careful study was made of present methods of dealing with the 
situation, including insurance in casualty companies, financial responsi- 
bility laws, and compulsory liability insurance. The committee rejects 
all these plans as either inadequate or unsatisfactory in operation. 

The proposal of the committee consists of a compulsory compensa- 
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tion plan modeled after the workmen’s compensation laws. The legal 
difficulties involved in such a plan are ably discussed and are not con- 
sidered insurmountable, although in some states an amendment to the 
state constitution would be necessary. The operation of such a plan, 
the committee believes, would result in more prompt and adequate 
payment for injuries received, except in cases involving temporary 
disability. The question of the responsibility for the accident would be 
waived and all owners and operators of cars would be obliged to insure 
their liability, settlkements being effected on a plan similar to that used 
in connection with workmen’s compensation plans. 

Apparently the principal consideration leading to the proposal of 
the plan is the 
.... Close analogy between the industrial situation where werkmen’s com- 
pensation has been developed and the motor vehicle situation. ... . / Acci- 
dents are inevitable whether in industry or in the operation of motor vehicles. 
.... The conditions calling for the application of the compensation plan are 
similar: the failure of the common law system to measure up to a fair esti- 
mate of social necessity [pp. 134-35]. 


The principal objections to the plan are: (1) the absence of the em- 
ployer-employee relationship in automobile cases; (2) the inability of 
owners of automobiles to control conditions pertaining to the rate of 
accidents, as employers can control conditions under workmen’s com- 
pensation; (3) the failure of the proposed plan to attack the problem of 
preventing accidents. The plan represents a palliative rather than a 
cure. It assumes the continuation of the terrifying losses and proposes 
to distribute those losses more equitably. It would trim the foliage to 
produce a more symmetrical tree rather than lay the axe at the root of 
the tree. It is true that the problem of accident prevention is not within 
the scope of the study of the committee, which was confined to com- 
pensation. It would appear, however, that any plan proposed for effect- 
ing more equitable compensation must be drawn in the light of the 
major problem, which is that of preventing losses. 

Ernest M. FIsHER 
University of Michigan 


Governmental Control of Crude Rubber. By CHARLES R. WHITTLESEY. 
Princeton: Princeton University Press, 1931. Pp. xiv+ 235. $2.50. 
From November 1, 1922, to October 31, 1928, the British govern- 

ment attempted, under what is known as the Stevenson Plan, to sup- 
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port the price of crude rubber by restricting exports from British pos- 
sessions and, in effect, restricting production. A tax, for the most part 
prohibitive, was placed on the export of rubber from any plantation 
when the exported product of that plantation was in excess of a certain 
percentage (fixed by the government in accordance with price changes) 
of the estimated productive capacity of that plantation. Professor 
Whittlesey’s book is primarily a history of the Stevenson Plan and of 
its economic consequences; but it contains also a critical analysis, both 
of the semipolitical controversy which arose in connection with it and 
of the more fundamental questions of economic theory which arise in 
connection with governmental intervention to restrict the output of 
a commodity. 

The author’s analysis tends to support the prevailing belief among 
economists that the Stevenson Plan was not profitable to the British 
rubber planters in the long run (see esp. pp. 195, 196), emphasizing the 
fact that the plan did not restrict planting but tended to stimulate it. 
The author does not directly answer the question whether the plan was 
a failure because of the particular conditions under which it was ap- 
plied, or for reasons which would under any circumstances have made 
it impossible to benefit the industry by restriction of output but not of 
planting; but he seems to favor the latter explanation. Yet much of 
what is said in the book would lend support to the view that the indus- 
try could have profited by a plan to restrict production from, say, the 
end of 1920 to 1923 or 1924.' During this period the price of rubber was 
below the level required to encourage extensive planting; and, as Pro- 
fessor Whittlesey himself points out, under this condition producers 
of any commodity may profit by restraining competition among them- 
selves even where they cannot prevent new enterprises from entering 
the industry (p. 179, n. 11). Whatever losses of the British rubber in- 
dustry are attributable to the Stevenson Plan must be explained main- 
ly by increased planting, particularly in the Dutch East Indies, and by 
the raising of the “pivotal price” in 1926, which gave an added stimu- 
lus to this planting. The author himself says that “restriction should 
have been lifted at the end of 1924 when stocks had been satisfactorily 
reduced, and before extensive planting had been undertaken” (p. 195). 

The author suggests that the decline of the price of rubber which 


* That the plan would have been more effective if applied earlier, when prices 
were lower than when the plan was actually applied, has been suggested by Mr. 
J. W. F. Rowe in Studies in the Artificial Control of Raw Material Supplies, No. 2: 
Rubber. London and Cambridge Economic Service, Special Memorandum No. 34. 
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gave rise to the Stevenson Plan is to be partly explained by the peculiar 
conditions of production in the industry (pp. 6-10). In most industries, 
he argues, the response of production to price is sufficient to prevent 
price from remaining for any considerable period of time below the 
level necessary to make it profitable for producers to remain in the 
industry. In the case of rubber, however, supply is exceptionally in- 
elastic in the short run for reasons which are set forth in detail. It 
would perhaps have been better to point out that rubber planting is 
one of the few industries which require a relatively large amount of 
specialized capital equipment with a long life and with a long con- 
struction period, and in which at the same time competition is nearly 
perfect. The output of most large-scale manufacturing industries is 
reduced in times of depression, when the intrusion of new competitors 
need not be feared, considerably below the level which would prevail 
under more active competition.? The rubber planters in 1922 were 
merely doing with government assistance what most groups of manu- 
facturers can do without it. But the fact of government intervention 
apparently blinded them to the limitations of the method they were 
using. 

In chapters iii and iv, “Price Movements” and “Administration of 
the Stevenson Plan,” are described in detail. Some gain in clarity 
might have been made if certain details of the restriction scheme had 
been described simultaneously with the discussion of price movements, 
thus making the whole treatment more strictly chronological. Subse- 
quent chapters contain an interesting account of the effects of restric- 
tion on the producing, consuming, and investing countries. Yet many 
of these effects are such as would have resulted from price fluctuations 
under competitive conditions and are not strictly relevant to the sub- 
ject of “governmental control.”” On the other hand, certain questions 
relating to the technique of restriction, such as the methods and evi- 
dence used by local committees and district officers in determining the 
“standard production” of individual planters, and fairness and ac- 
curacy of the assessments, receive inadequate treatment. On these 
points the reader should consult the study by Mr. Rowe, already 
cited. More definite appraisal of the long-run effects of restriction on 
rubber production and prices might also have been attempted, al- 
though this would have involved some forecasting. 

On the whole, however, this is an excellent book. Together with Mr. 

*See E. J. Working, “Production and Demand,” Stabilization of Employment 
(American Association for the Advancement of Science), chap. xi. 
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Rowe’s study, and chapter vi of International Control of Raw Materials, 
by B. B. Wallace and L. R. Edminster, it makes the literature on the 
Stevenson Plan as complete and informative as the importance of the 


subject requires. 
H. J. WADLEIGH 


Bureau of Agricultural Economics 
Washington, D.C. 


Taxation Issues. With Special Reference to State and Local Prob- 
lems. By M. SLADE KENpDRICK. New York: Harper & Biros., 
1933. Pp. xiit+147. $1.00. 

This is the third of the “Current Economic Problems”’ series of small 
volumes, issued under the editorship of Professor Paul T. Homan. The 
“currency” of the issues which Professor Kendrick considers is of this 
generation, however, rather than of the immediate year or moment. 

The first two chapters, “The Rising Tide of Taxation” (although de- 
voted to the consideration of expenditure statistics) and “The Quest for 
Revenue,” are given over to the presentation of familiar factual ma- 
teria! after the manner characteristic of public-finance textbooks. The 
headings of the remaining four chapters indicate the “issues” with 
which the author is concerned: “The General Property Tax’’; “The 
Relations between State and Local Taxation”; “The Shifting of 
Taxes”; and “The Problem of a System of Taxation.” 

The work is written in a graceful, sprightly style which is partial 
compensation, at least, for the sketchiness of analysis with respect to a 
number of significant points. Broad generalizations are slipped in rath- 
er too casually and frequently—as, for example, the statements that 
“A public school is likewise of benefit to owners of real property, for 
property values are higher because of its presence”’ (p. 140), and “Thus 
eventually a tax on a commodity is a tax on all capital, . . . .” (p. 123). 
Several distinctly questionable conclusions are incorporated in the 
pages dealing with the theoretical phases of tax shifting. 

The two most significant valid ideas developed, in the opinion of the 
reviewer, are that the “expenditure” basis of levy of property taxes 
tends to accentuate land value cycles, and that the question of the 
ultimate incidence of some taxes cannot be answered with finality until 
the effects of the expenditure of the revenues obtained therefrom are 
known. Treatment of the problems arising in connection with state 
grants-in-aid and shared revenues is careful and satisfying. In advocat- 
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ing the abandonment of the market-value basis of property assessment 
and the substitution therefor of the net rental or income basis, the 
author stands on ground which is, to say the least, highly debatable. 
His “planned’’ system of taxation (which he regards as his major con- 
tribution), calling for the allocation of benefits resulting from govern- 
mental expenditures to economic groups and the apportionment of tax 
burdens among the individual members of these groups in accordance 
with the ability principle, is more interesting than convincing. 

Ii the work as a whole falls somewhat short of fulfilling the hopes 
that are aroused by the author’s brave prefatory statement—“. . . . I 
have emphasized those problems on which I thought I had something 
to say’”’—it nevertheless contains much that is stimulating and valu- 
able. One connection in which it should prove very useful is as a dish 
to place before graduate students for the sharpening of their critical 


faculties. 
RIcHARD W. NELSON 


University of Iowa 


Rate Theories and the California Railroad Commission. By D. F. 
Pecrum. Berkeley: University of California Press, 1932. Pp. vii+ 
165. $2.50. 

This is a first-rate study of the theories expressed in the rate opinions 
of the California Railroad Commission. The author seeks through 
careful analysis and classification to clarify the muddled atmosphere of 
rate theory generally, and by dealing intensively with this (admittedly 
limited) phase of the Commission’s activity to judge the accomplish- 
ments of one of the country’s outstanding regulatory bodies. The dis- 
tinction between rate levels and rate structures is established, and the 
treatment proceeds under the headings: fair value, fair return, cost of 
service and particular rates, what the traffic will bear, competitive 
rates, potential competition, and comparative rates. Comparisons are 
drawn frequently between the rulings of the California Commission 
and those of the Interstate Commerce Commission. 

The greater portion of Dr. Pegrum’s critique, particularly that relat- 
ing to rate structures, seems thoroughly sound. The discussion is com- 
plete (occasionally almost too exhaustive), and is marked by penetrat- 
ing, realistic analysis—although it is submitted that little is accom- 
plished in really clarifying the atmosphere surrounding “what the 
traffic will bear,” and that the “long and short haul” concept might 
have been handled more effectively by adding cases in which the 
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Commission denied relief. The author makes an excellent case for the 
establishment of an average rate of return based on long-run considera- 
tions, attacks artificiality and inconsistency vigorously and well, urges 
a dynamic rate policy, and criticizes ably the Commission’s rulings 
relative to potential competition. 

One quarrels with the book at many points, of course. The reviewer 
questions the implication (p. 26) that the investment theory necessarily 
calls for the capitalization of unrecompensed early deficits, and is even 
more disturbed by the argument (p. 28) that expenditures should be 
added to deficits in determining development costs. The distinction 
drawn between “reasonable” and “barely nonconfiscatory”’ rates loses 
much of its significance in light of the generous substantive content with 
which the Supreme Court has invested the term “barely nonconfisca- 
tory.’’ It is questionable whether the conflict between the standards of 
“investment” and “financial needs” is as inherent and far reaching as 
the author believes unless, as seems to be implied (p. 149), “necessary 
income”’ is to be a predetermined and quite independent figure. By the 
way, how are the “needs of the locality” for service (p. 148) to be meas- 
ured? It is believed to be incorrect to say: “Decisions regarding [par- 
ticular rates] are not subject to court review” (p. 141); “The Valua- 
tion Act of 1913 lays down the rules to be followed in determining the 
value [as distinct from the underlying value data] of railway property” 
(p. 10); “{The Interstate Commerce Commission] has not taken a firm 
stand on any [valuation] theory”’ (p. 33); and to characterize the affin- 
ity of the Supreme Court for “present fair value” as support of a strict 
reproduction cost rate base. 

The California Commission is held out as a consistent champion of 
the prudent investment rate base, yet the quotations from its opinions 
suggest that this Commission, no less than many others, finds it nec- 
essary to perform the usual ritualistic “fair value” incantations in 
order either to insulate its findings from judicial reversal or to indulge its 
own notion of the mystic nature of the valuation process. Once more 
the reviewer is impressed by the fact that all Commissions, good and 
indifferent, talk alike; the habiliments of their theories and rulings are 
cut from the same cloth. I am still convinced that the California Com- 
mission is one of the nation’s best, but I’m not certain just why! 


Ben W. LEwIs 
Oberlin College 
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Industry and Society. A Sociological Appraisal of Modern Industrial- 
ism. By ArtHuR James Topp. New York: Henry Holt & Co., 
1933. Pp. xiiit+-626. $3.00. 

What is the nature of our present economic system? Are its results 
superior to those of systems of the past? Are there nevertheless some 
undesirable results? How may something be done to improve the cur- 
rent situation? Such are the questions which Professor Todd treats in 
this product of “twenty years of research and ‘mulling over’ the phe- 
nomena of modern industrialism.”” The first question is answered con- 
ventionally and the second and third affirmatively. Regrettably it is 
only incidentally that we get any answer to the fourth question. 

Professor Todd has not squarely faced the issue of the relative mer- 
its of an impersonal pricing process for the guidance of economic activ- 
ity as compared with the possible alternatives, negotiation, oratory, 
and brute force. He appears to think that the present economic organ- 
ization is better than any that has existed in the past, but so far as can 
be ascertained he does not view the non-personal pricing process as an 
important factor contributing to the desirable elements of the present 
system. In fact it can scarcely be said that he considers it of much 
import either at present or at any other time. This is evidenced by his 
comment upon the “specific productivity” theory of wages (p. 192). 
In the course of mentioning various theories of wages he notes this as 
“the most popular present day theory” and continues, “This theory 
also assumes that labor is a commodity and that its price like that of 
any other commodity is fixed by final utility. This final utility is what 
labor specifically produces (as if labor could produce anything in a 
vacuum).”” Thus we see that this peculiar theory is of so little impor- 
tance for an understanding of the workings of the modern economic 
system that it has not been worth Professor Todd’s time to find out 
what the theory is. Professor Todd himself is inclined to “bargaining 
power” as an explanation of how wages are at present determined. 

On the other hand, when Professor Todd casts about for methods of 
improving upon the present situation, he leans heavily upon the exten- 
sion of organizations for negotiation and talk, e.g., he looks with favor 
upon the extension of labor unions, and organizations of tenants and 
landlords are looked upon as the chief means for improving the situa- 
tion of the former (p. 403). 

A great deal of Professor Todd’s material is of the “‘it is interesting 
to note that” sort, this phrase itself or some variant of it appearing 
many, many times. A great many miscellaneous statistics are included 
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but many are ill-presented or possess but little point. For example, we 
are told that, “It seems to be true that some hundred and ten million 
people in the United States were in 1929 living on less than $5,000 a 
year” (p. 237). The most egregious error encountered was the state- 
ment (p. 397) that, “In the United States according to the census of 
1930 less than seven million people were actually living on farms; that 


is, less than six per cent of the total population.” 
HomMER JONES 


University of Chicago 


Les efforts de restauration financiére de la Bulgarie (1922-1931). By 
J. P. Koszuv. Paris: Librairie Félix Alcan, 1932. Pp. xii+468. 
Fr. 80. 

Bulgaria, “the land of flowers and the valley of roses,”’ gained its in- 
dependence only about fifty years ago. In the last twenty years it was 
the scene of war for seven years and experienced inflation for four years. 
M. Koszul gives a vivid picture of the efforts of the Bulgarian govern- 
ment to balance the budget and to stabilize the currency. The inter- 
ference of the government was far-reaching: the reorganized National 
Bank monopolized all operations in the foreign money market; a gov- 
ernmental monopoly of cereals has been created; drastic measures 
against the flight of capital abroad have been introduced; the lev has 
been stabilized; various measures for the promoting of vital branches 
of internal industry have been adopted (notably, allotment of sites, 
special reductions in transportation rates, tax exemptions). Under the 
radical régime of Stambuliisky (1921) a system of compulsory labor 
was introduced. All men of the age of eighteen to forty-five have to 
serve for eight months without pay for the benefit of the government 
in public works, or in private factories which have contracts with the 
state, or in special establishments. Some 100,000 people were serving 
in that way in 1921-25, but lately the number of troodovaks (labor con- 
scripts) has diminished considerably (about 16,000 were enrolled in 
1928), since men have been allowed to free themselves by payment of a 
fixed sum. This substitution has been allowed in consequence of the 
demand of the Supreme Council of Versailles, which feared a restora- 
tion of military conscription. The labor conscription is considered to 
be a success. 

The world’s crisis has hit Bulgaria very severely, especially through 
the fall of prices of cereals. It meant a terrific blow to Bulgaria’s ex- 
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ternal financial relations and made the payment of foreign debts and 
reparations extremely difficult. M. Koszul thinks that only interna- 
tional help and some arrangement with reference to trade in agricul- 
tural products in Central Europe will save Bulgaria from further diffi- 
culties. 

The sympathies of the author for the Bulgarian cause are manifest. 
The book contains rich statistical material and is well documented. 
The entire absence of any reference to political troubles in the country 
—and Bulgaria had plenty of them—and to the opinions of the Bul- 
garian press and of the national assembly diminishes, however, the 


value of the book. 
Paut HAENSEL 


Northwestern University 


A View of Europe, 1932. An Interpretative Essay on Some Workings of 
Economic Nationalism. By PAUL VAN ZEELAND. Baltimore: Johns 
Hopkins Press, 1933. Pp. vit+-153. $1.75. 

The same internationalism of this book may seem to some readers 
now swept along in the stream of NIRA nationalism as an echo of the 
distant past, a past in which they too held that the restoration of the 
gold standard, the reduction of tariff and the renewal of the free flow 


of capital for long-term investment were the only avenues to world 
business recovery. The author might be described as an unreconstruct 

ed Liberal. He believes in international co-operation as a means of re- 
storing pre-depression conditions. As Director of the National Bank of 
Belgium and Deputy Director of the Bank for International Settle- 
ments, Mr. van Zeeland represented the Belgium government at Lau- 
sanne and at other international economic conferences. His first-hand 
analysis of the difficulties which such bodies have to meet and his judi- 
cial weighing of their accomplishments constitute for the serious student 
of international relations the chief value of the book. Valuable also are 
the discussions of the financial crisis in Central Europe in 1931 and the 
resulting moratoria, standstill agreements, and clearing arrangements. 
Tariff problems are treated in terms too general to add much to the 
already abundant literature. Written as the basis for a series of lectures 
at the Page School of International Relations, the book lacks statistics, 
bibliography footnotes, and index; but these omissions will not trouble 
the general reader. He will find Mr. van Zeeland’s style attractive and 
his ideas helpful in understanding the benefits to be obtained by closer 
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co-operation among European nations, and between Europe and the 
United States. Narrow national egoism must be replaced, especialiy 
in the minds of the great mass of common people, with broader views of 
national advantage. Until such a transformation has been effected we 
may expect that in every crisis the leaders and the people in each 
country will be driven not toward co-operation with other nations but 
“along the line of least resistance toward immediate interests and ob- 


jectives less difficult to achieve.” 
Percy W. BIDWELL 


University of Buffalo 


Die Preisdispersion als Mittel zur Statistischen Messung Wirtschaftlicher 
Gleichgewichtsstérungen. By OSKAR LANGE. Verdffentlichungen der 
Frankfurter Gesellschaft fiir Konjunkturforschung, Neue Folge, 
Heft 4. Leipzig: Hans Buske Verlag, 1932. Pp. 56. RM. 4. 

The dispersion of price movements is due to the dynamic forces 
acting in the economy. But not all of this dispersion is a sign of a 
“disturbance” of the economic equilibrium. The dispersion due to the 
differing trend movements of prices represents, rather, a “shift” in the 
equilibrium. That is, one component of the dynamic forces is absorbed 
by a change in the constitution of the equilibrium (the “moving” equi- 
librium), the other creates a disturbance. The ratio of the dispersion 
of the original price movements to the dispersion of the trend move- 
ments forms, therefore, a measure of such disturbance. This, in brief, is 
the substance of Lange’s monograph. 

It is doubtful if Lange’s measure can tell us anything about the 
current situation not already apparent from available index numbers. 
Nor does it appear to be an effective tool in a study of disequilibrium, 
in which the definite location of divergences would be essential. The 
consideration of trend forms an interesting extension of the work of 
Crump and Mills, one already suggested in different form by Dr. Doro- 
thy Bacon several years ago. Lange does not relate each price to its 
own particular trend and thereby falls into certain statistical errors 
avoided by Dr. Bacon. Thus, a price series may for a time move paral- 
lel to its trend values yet deviate considerably from them. Yet Lange’s 
measure accounts only for differences in direction of movement and 
even then is subject to error due to the fact that such a difference be- 
tween one price and its trend may be wholly or partly balanced (in his 
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formula) by an opposite difference in the case of another price and 
trend. It is to be regretted that Lange did not put his technique to 
actual use, in which process much might have been learned. 


SOLOMON FABRICANT 


National Bureau of Economic Research, Inc. 


Labor Relations under the Recovery Act. By ORDwWay TEAD and HENRY 
C. Metcatr. New York: McGraw-Hill Book Co., Inc., 1933. Pp. 
xii+250. $2.00. 

Save for the conjectures in the first chapter, and the reprint of the 
National Industrial Recovery Act in the Appendix, there is nothing in 
this volume which justifies its title. Moreover, it is probable that the 
employers who turn to this book for the promised “practical aid ... . 
concerning improved methods of conducting their labor relations— 
especially as these are affected by the National Industrial Recovery 
Act” (Preface), may not only be disappointed, but definitely misled. 
Relying upon a secondary source which is now seventeen years old 
(1916 edition, Commons and Andrews, Principles of Labor Legislation), 
the authors conclude that “‘a collective agreement is not a contract” 
(p. 139). The fact that this conclusion was originally based on a case 
decided in 1913 (Hudson v. Cincinnati etc. Ry. Co. Ky. 154 S.W. 47), 
and that, even apart from the Recovery Act, other subsequent evolu- 
tion of the law might have justified qualification, seems to have been 
overlooked or regarded as irrelevant. More serious still, perhaps, is the 
failure to emphasize the probable significance of the Recovery Act 
itself in its relationship to the legal status of the collective agreement. 
Some benefit may come from having employers and !abor leaders con- 
fronted with another sentimental appeal that they “be guided more 
fully by professional standards of public service and social responsi- 
bility” (p. 234). If so, it constitutes the sole justification for this vol- 


ume. 
C. L. CurisTENSON 


Indiana University 


Grenzen der Diskontpolitik. By ALFRED TisMER. Miinchen: Duncker 
& Humblot, 1932. Pp. 160. RM. 8. 
The author studies discount policy in relation to the problem of the 
cartel. The treatment of discount policy, the theory of gold standard, 
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the tabular standard, the relation of market and natural rates of inter- 
est are all more or less along orthodox lines. His discussion of the 
effects of discount policy on costs and prices is reminiscent of Mr. 
Hawtrey. Also included are a discussion of the theory of competitive 
and monopolistic prices which takes into account much of the recent 
writing on this subject. The contrast in the movements of regulated 
and unregulated prices is clearly brought out, as is the effect of cartel 
policy in modifying the effects of discount policy on prices, in contrast 
with its repercussions under competitive conditions. In particular, at- 
tention is paid to the reduction of the speculative repercussions under 
the influence of the cartels (the influence of bank policy being thereby 
reduced), the significance of the control of dealers by the cartels, the 
possibility of passing on the costs of higher money rates in competitive 
as contrasted to monopolistic conditions and the effects of the presence 
of cartels on reduction of costs, which must follow the introduction of 
a high rate policy if it is successful. The author realizes that the or- 
ganized industries may thus pass on the high costs to the unorganized 
industries. The significance of the tariff policy is also brought out in 


this study. 
S. E. Harris 


Harvard University 


The Order of Railroad Telegraphers. A Study in Trade Unionism 
and Collective Bargaining. By ARCHIBALD M. MclIsaac. Prince- 
ton: Princeton University Press, 1933. Pp. xx+284. $2.50. 
The author presents in this study “a survey of the structure, meth- 

ods of action, and objectives of the Order of Railroad Telegraphers 
against the background of union history, with especial reference to the 
significant conditions and problems which tend to differentiate the ex- 
perience of this craft from that of other unionized groups.”” The em- 
phasis, as he points out, is laid on the structural and functional char- 
acteristics of the union, and on the objectives to which union activities 
have been directed. 

The study is divided into three parts. Following a short introduc- 
tion, designed to acquaint the reader with the peculiar conditions un- 
der which the railroad telegrapher works, Part I, “Trade Union His- 
tory,” deals with the origin and development of the Order, carrying the 
story down into the present depression. Part II, “Union Organization 
and Methods,” analyzes the structure and the financing of the organiza- 
tion, and gives an account of its experience with collective bargaining, 
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the settlement of disputes, and the issue of union recognition. Part 
III, “Union Policies Relating to Conditions of Employment,” deals 
with wages, hours, labor supply and technological change, and hiring 
and discharge. The author’s estimate of the value of the union to its 
members, and the bearing of its experience on the trade-union move- 
ment as a whole, is set forth in a short concluding chapter. 

The author’s study leads him to the conclusion—shared, doubtless, 
by many who have attempted to line up the forces of labor— that while 
fraternal organization, class solidarity, and a desire to promote the in- 
terests of labor generally are forces not without their influence, sub- 
stantial continuing unionization must deliver the goods in terms of 
benefits to its membership. Just what, then, has the Order of Railroad 
Telegraphers been able to secure for its members? 

The chief gains recognized by the author appear to be the degree of 
control which collective bargaining has given the membership in shap- 
ing conditions of employment; a greater degree of standardization of 
wages and working conditions than would have been possible in the 
absence of organization; definite means of handling grievances and 
claims of individual employees; and the protection of the individual 
against arbitrary treatment, principally through the application of the 
principle of seniority. These achievements represent concessions won 
from management not so much through economic coercion “but be- 
cause the union has offered a fairly satisfactory agency for dealing col- 
lectively with their employees, and because its policies have not been 
so restrictive as to place a premium on the substitution of some other 
method of dealing.”” The chief value of the experience of the organiza- 
tion to the labor movement as a whole, the author believes, lies in the 
light which it throws on the problems of organizing semi-white-collar 
workers, a feat which it has accomplished under peculiarly difficult 
conditions. 

Granting that any appraisal of the achievements of a labor organiza- 
tion in terms of benefits to its members, and its bearing on the labor 
movement as a whole, is a risky business at best, the reviewer feels that 
something would have been gained had the author elaborated his con- 
clusions at greater length, and had he given them a somewhat more 
definite and clear-cut tone. Taken as a whole, however, the study gives 
every evidence of careful workmanship, and is well organized and well 
written. 

H. D. WoLF 
University of North Carolina 
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